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FOREWORD TO THE FIRST EDITION 


i am not a professional at writing forewords to books Querying whether I 

should write one at aU, I sat down with two 

which I could write short quotations. One was headed Ag 

'“‘"JS'wM. I found a .hiid tot was needed-the ■•Ag«e” page was 
full but to my surprise the “Disagree” page had only orie entry. 

ft ‘is therefore with very great pleasure that I can truly recommend thrs 

'’“t a man “who dun if! David Hussey is ™ll qualified 

4ue Sook ..h=L petsonally been closely 

=iSS==SS==:: 

“““S'lhis book because it has a realistic approach to the 

whi^h corporate planning sometimes runs into spring from mistakes m one 

onerlSnaTSarch is widely used, rmd no one stops to questron the 


vu 



f there is only one 

Th? k th planning: “a belief that it can increase profits” 

-nus IS Aerefore no theoretical thesis; this is treating the subiect with 

tell H T "■""’J""”' •“ corporate .ISITm 

Bnjsh firms have in some cases rushed into corporate planning, it is well to 
udy what should be avoided as well as what should be done 
If Bntish industry is to make her way in the seventies, it must be aware nf 
the great dangers that he ahead and take action. However! iLdTouaJe 
Magement can swing to the other extreme and not appreciate some of the 

to the rest of Europe. It is therefore vital to stimulate the use of professS 

ZlTofZT "r - the -0“ 

balr ^ economic growth be firmly 


H. F. R. Perrin 
Chairman of the Society for 
Long Range Planning 
(1967-1970) 
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INTRODUCTION TO THE SECOND EDITION 


In the nine years since I wrote the first edition of this book there have been 
many developments in the field of corporate planning. 

What has happened? Firstly, there has been a considerable growth, 

%ol planning In pd».. and public scc,o„. I. is 
find a significant organisation which does not give some attention to t 

'^^Smpirical knowledge of planning is now supported by " 
of research into how organisations plan, what they get out of it and why 
" fatL and sLcesses. The benefits of 
demonstrated by careful research: as have many of the 
had nlannine For me the strongest emphasis that comes out of the researcti 
It niS to give equal attention to careful analysis and the behavioural issues 
around plam^ing. Internal pohtical issues loom very large since planning ^ y 
It o2 change the power and influence structure of the organisation, but 
"ly £ bt“en as .'h-ct by .he h..dequ.«. Most 
to Lief over these human behavioural issues. They are much harder to correct 
.Srt S so a message whieh I would emph.s.ae which « 

appear in tZ first edition but which has now been strengthened, 
the “Deoole” issues in planning with great thought. i . x u • 

li le yeais has also seen improvements to planning anaiyns 

ZUmo a’^ysU rb“«n^ngTu“eSLh.l‘^dlhou Ji' U is stffl probably a 
mtooSy ..Xe, bringing with i. die coneep. of analysing a business into 
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=:H-==3&- 

take second place in thL Z Z ^ corporate-planning literature, will 

economic fltorT^Jn Z‘, ’*'*“*>' “ ”<* 

Which deeli Witt Jcnronllm ““ 


May 1978 


D. E. Hussey 












INTRODUCTION TO THE FIRST EDITION 


There can be few developments in the science of management which have 
excited the business world more than corporate long-range planning. Virtudly 
Xown in the U.K. five years ago, it has burst like a rocket over the 
management scene, infecting many with enthusiasm and creatmg a new yp 
of manager-the professional corporate planner. Semmars on corporate 
pL^g are the order of the day, and many articles and a number of books 

have been published about it. ... in tUp 

The rapid development of interest in corporate planning is reflected m t 
growA of the Society for Long Range Hanning, which in its first 2 years of 

existence reached a membership of nearly 1000 people. 

Most of the books and many of the articles have ongmated ^he q.S.^, 
where the formal planning approach to business h^ been 
loneer but with equal enthusiasm. like all sound manageme p . 

llingl now in oharac.., 

Ranee Planning has a number of members outside the U.K., and ts otticM 
jourLl Long Range Planning is international both in its editonal concep s 

^ D?s^fe^he enlm^sm with which many chief executives have turned to 
planning and despite the keenness and ability of their planners, it is apparent 
£t many compares face complex problems in converting to a system of 

manaeement based on the corporate-planning approach. 

I iLow from personal involvement in seminars on 
meetings with senior managers and practising planners, and from the letters 
Td telephone calls requesting help which I have received from time to time, 
that the same difficulties are frequently met by numerous compames. 

In this book I have tried to provide chief executives, semor managers and 
ptorvrift an ».swer to some ot these problems. I beUeve that rt wtU be o 
Lrticulat help to the chief executive contemplating the mttoduetion of 
S^om" ptoning. and that it will be of value ,0 those line managers who are 



xi'' introduction to the first edition 

me aeveiopment of the science of management. It is alsn + 

as m introduction to planning for practising plarmers. 

thP however great the ambitions of the author, can do justice to 

b°,T“ ^‘ 7 °^- '■"““"S 

bibliography h fao, r w3 

Z“;gX'\rbS^^^^ Of 

7 -f ’ of technical or pseudo-technical iaraon has heen 

avorded. An attempt ha, been made to roll back Ure clouds Siw wS 
mana^rs still see round the subject of corporate plSgU^'e 

ffas a profit-making exercise, rather than something with 

“^200 ,^°“^: r' “ oonductedl eLTis^ 

n persuasion. I believe that no chief executive should be bludgeoned into 
nstaUing a system of corporate planning, and that before he decides that 
plannmg is the thing for him he must be fuUy aware of the implicS! oS 

thT'leedro^"drr°"t^*^ '"^^gement team. Failure here carries 

seeds of destruction, and is behind the disappointment that bp. 

pro3esTW^e^^the^*'wT s«me companies. This book 

bTrfrLXa >■' “>« '‘•“'on 

One of the basic questions frequently asked i. “Hr.,,, d u • 

Sm, "Ti"®'” - “MSemen. guide .o S 

introduction ofplanning, based on personal experience 

It also seeks to guide those who ask the question “How do we obtain the 
participation of hne management in corporate planning?” 
ms problem has often been raised as a real cry from the heL by pwTs it 
un amental basis for a good system of corporate planning and appears 

Sie slT' dLussedTthe^ 

The solutions given are based on practical experience 

-.emTvi'S 

pC“i7crb:“,;r r s rr.trLdTrrr" 

modiflcauou as „ aspect of ludusttlallife. iSbo^ksrow;”h“l« 
plannmg can be devised, and it has been written with the real-life nrohlpm. nf 
Plamtem yety much i„ mind. Ihe meftods descHbed wm 2 
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INTRODUCTION TO THE FIRST EDITION 

companies, and the detailed synems, based on those actually in us, to sewral 
companies may fit the needs of many businesses with httle adaptation. 

the most fundamental issue the book tries to tackle ts the 
identification of a basic philosophy behind a good system of corporate 
planning Too many companies have entered into formal planning too hastily 
SiTI^lStly, and many have not tecognised that there at. pnnetples on 
wWch they should be working. While management philosophy “ 

"exint between Individuals, I have found many manage,s bhssWy 

umtwate that there is a philo»phy behind *'>'m 
The book seeks to help the reader to arrive at his own conclusions through an 

exploration of the underlying principles. has a 

The setting of objectives is a key stage in the planning process and has 
bea^g on many olher aspects of formal planning. It is an area which 
LtinLs to worry many people, although it must be mastered tf good 

planning IS to result^ often neglected areas lor special emphasis. The first is 
rire «rappLisal, the need to, which is often stressed in p anmng 
literature but guidance on how to do it rarely given. This, to my tmnd, is the 
mTsfl^ortatf. stage in preparing a strategic plan, yet it is the one step which 

™ond'ri the use of assumptions in planning. I believe that these have 
great value in the assessment and reduction of risk, and that their use m is 

wav is not as widely known as it should be. 

The toird is a pLtical system of making plans work. As we aU Imow, the 
conversion of that beautifully written document mto actual action niay 
become a very difficult problem. Yet, unless specific steps are built mto th 
planning process, there wiU be httle hope of makmg long-range 
?ital pa?t of corporate life. This key chapter will provide a measure of help 

almost the Jhole work fitted in with what would otherwise have been wastod 
ttae ormy daily return train journey from Ixmdon to Horshm. 
justification for publishing a book is not the person^ 
iuthor (however duU the train journey might otherwise have become.). 
wTlh while, it must add a small contribution to the improvement and 
development of its chosen subject. 

I hope that my readers will feel that I have passed this test, if not, I am 
<snre that mv fellow corporate planners wiU soon teU me. 
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the^fdief who contribution made to this book by 

niihikh/ converted my handwritten manuscripts into something the 
publisher could read. It is with gratitude that I thank Mrs. H. C Brathfrton 

md 'If”* th, bulk of the manttechpt, 

meetty ladto." ““ " ™'» 


D. E. Hussey 
















CHAPTER 1 


THE CORPORATE PLANNING 
PROCESS AND THE NEED FOR 
PLANNING 


lEe future is a problem for every busirress. All resporrsible ^ 

continued existence of their organisation as a prime management task, 
of us can really know what the future holds; however good our forecasts, 
however carefully we lay our plans, there still remain the thousand and one 
things which we are unable to predict. Yet if we did know everything how 

‘^'"Vhlre'^c^norbe a single chief executive who has dented no time to 
thinking about where his company is going and what it will be domg m e 
years ahead. Yet there are many who give insufficient thought to Ae future 
who perhaps look at it occasionally through rosy spectacles, or whh the fear 
of thrpessimist-and then get quickly back to the pressing busmess of makmg 
the results of this year’s activity acceptable to the shareholders. 

I do not believe that any chief executive need throw up his hands ^d s^y 
that as he cannot foresee every event that will happen, he should not ^end 
his time thinking of the future. There is a process of management which 
almost any chief executive can make use of if he so desires, which-acceptmg 
that there is no certainty about tomorrow’s results let alone next year s or 
year after-sets out to systematically consider future events agams v ry 

decision made in the business. ^ « 

This method of management, corporate long-range ptonmg, is rm 
technique. It is a complete way of running a busmess. Under it, the future 
implications of every decision are evaluated in advance of implementation 
StLdards of performance are set up beyond the time horizon of the annu 
Ldget. The company clearly defines what it is trying to achieve 
study is made of the environment in which the company operates so that the 
ching patterns are seen in advance and incorporated mto the company s 
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decision process. There is no magic in this, so corporate planning cannot 
^arantee that the company will never again be affected by adverse 
c rcumstances: just as when we walk on a crowded city street we cannot 
^ways avoid being jostled and bumped-but that is no excuse for walking 

eyes opTn."^^* is a way of keeping the company’s 

Planning as a Means to Increase Profits 

bel^f Z/ir “Z ‘corporate planning: the- 

sbtZ Z has this belief, he 

should not attempt this form of planning, since without a personal 
commitment he will be disappointed with results. 

Now there are several reasons why planning does contribute to profits 
hrstly. It IS a communication process, and so improves the co-ordination 

S. .uTZu P'^^'hsing it. As every manager knows, the problem of 
keeping the left hand aware of the right-hand’s activities occurs in even the 
s^maUest of businesses. In large companies, it can become acute. I think we all 
have our private stock of “horror” stories about the results of ^oor 

Z nTt V v“ Department Y, but 

does not take Y into its confidence. A study is made for the new 

tHSubirZ^- executive keeps to himself the fact that he is about 

tha?Tbo '‘f of his company by acquisition or expansion: the result is 

"stalled ToToZ ^ - -hich it is 

installed. Too often different divisions in a company puU in completely 

opposite directions: each manager thinks he is acting in the best interests of 

Z*! intentions of any of them it 

becomes impossible to get them aU into step. Perhaps it is too hi^ a data to 

say that corporate planning will solve all co-ordination problems, since there 
will always remain human failings. But certainly planntag will improve the 
situation, and will achieve more than any other method. 

It motivates. The activating influence of a good planning system travels a 

hne may be involved in the process. The establishment of long-range profit 
targets gives an indication of the scope of his task to each senior managed and 
shows what IS expected of him. Above all, the clear-cut sense of purpor 

iZa ofThat T objectives, means that everyone has a firm 

Idea of what the company is setting out to become, and is thereby 
encouraged to help the company achieve its aims. ^ 
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The third reason is that it leads to better decisions. This is because it brings 
more factors into consideration, because managers are expected to evaluate 
the future implications of all decisions, and because it insists on the 
consideration of alternatives. There is never just one course of action open; 
planning seeks to apply management judgement to look for the best 

alternative. . , . x 

A fourth reason is the attitude towards change which planmng generates in 

an organisation. The modem business operates in an environment ot 
continuous change. Nothing is static. Because of the current stat? of 
technology this process operates at a much faster pace than even a decade 
ago and at a frightening rate when compared with the turn of the century a 
period still within living memory. There is no reason to suppose that the 
process will slow down, and every reason to expect the pace to mcrease. ftis 
not only the advance of technology which affects business operations. The 
energy crisis of 19734 and the resultant period of high inflation and 
economic decline have stressed the relevance of economic factors tp Ae 
performance of individual organisations. Raw material shortages around this 
Lne period demonstrated that the environmentalists do have a message 
which is of considerable importance to business. Population structures me not 
static there is-at least in the Western world-a continual improvement trend 
in the standard of living which itself alters the balance of consumer dpsires 
and needs and causes changes in social values. Channels of distribution are m 
a constant state of flux. If we add to these the political and legal changes 
likely to occur we get some idea of the turmoil that faces every busmess For 
many companies any change is-if noticed-regarded as a threat, and too 
often is completely unobserved until it begins to attack profits. The 
forward-looking company sees opportunity in the new patterns whicli wiU 
emerge in the future, the chance to adapt the organisation to make additional 
profits from innovatory measures. Indeed it may actively seek to create 
change to its own advantage, and to mould some of the trends mto the 
direction it would like to see them go. It does not stand and bewail toe 
buffets of an unkind fate, or look back to history at its past glones. 
Corporate planning makes the company that uses it a forward-lookmg 

provides a new way of controUing a business. By providing a 
realistic model of future results, it becomes possible to adjust strategies to 
keep the company on target. It makes sure that resources are not wasted and 
that they become available as required. Of course, corporate planmng wi 
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never help a company reach targets that are unrealistic, badly thought out, or 
the results of pure wishful thinking. 

Whether the chief executive accepts that corporate planning can do for his 
company what it can do for industry at large is a matter for his personal 
conviction, and it is a mistake to introduce planning without this belief. The 
rest of this book sets out the basic steps necessary to install and operate a 
corporate planning system. Only the chief executive can make such a system 
work. 

Where Planning will Fail 

In my opinion, there are only four types of situation when corporate 
planning has a high probability of failure: 

* When the chief executive does not believe in it: more, much more, will 
be said on this later. 

* When the chief executive allows no one but himself to make decisions. 
Of course there are many companies hke this, and their size is a 
function of the ability of the one man who runs them. They are 
unhkely to be of great size, and without some change in poUcy (or a 
new chief executive of the same kind) will die with the entrepreneur 
who leads them. Successful or unsuccessful, they will all be unable to 
use the discipline of corporate planning—if only because it is a 
discipline and has a formal approach. 

* The smaU company that simply cannot afford the time needed to write 
down plans, and which in any case is so straightforward that all the 
major implications can be carried in the chief executive’s head. The 
very small companies, that do not employ an accountant of their own, 
would be wasting their money if they moved into a more sophisticated 
area of management. While small, they can be very successful without 
formal planning, and of course have a high probability of remaining 
small. 

* The company that is sinking so rapidly that it requires all those on 
board to man the pumps. Until it can get the holes caulked and the ship 
floating it has very little prospect of formalising its planning process. 
Such a company may, of course, wish that it had introduced corporate 
planning many years ago, and so avoided the situation in which it now 
finds itself. 
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Although these companies may not benefit from the corporate-planning 
methods described in this book, they must still think about their future. 
Every chief executive has a duty to think ahead, a duty which he cannot 
escape. Only in the method he uses does he have a freedom of choice. Peter 
Drucker sums up the task that all companies face: 


But tomorrow always arrives. It is always different, and then even the mightiest 
company is in trouble if it has not worked on the future. It have lost 
distinction and leadership-aU that rviU remain is big company overheads. It ^ 
neither control nor understand what is happening; not having dared to take me 
risk of making the new happen, it perforce took the much greater risk of being 
surprised by what did happen. And this is a risk that even the largest and richest 
company cannot afford and that even me smaUest business need not run. 


It is my belief that corporate long-range planning will enable the company 
to avoid the fate that Drucker predicts for the unwary and unthinking. Before 
takin g a look at what corporate planning involves, it is worth considering 
some of the arguments that I have heard used against planning. 


Objections to Formal Planning 

Some managers make the blunt claim that “it can’t work”. Frequently this 
is an unreasoned stock response, used as a defence against something new. In 
some cases, there is more thou^t given to planning, and the argument runs 
something hke this: “In my industry market forecasting is impossible, 
therefore we cannot plan.” Now I do not claim that planning is easy for all 
industries, although the processes themselves need not be complicated. I 
thin k that the more difficult it is, the more it is needed and I cannot accept 
that it is right for a company to opt out of thinking about its future. This is 
really throwing in the towel before the contest begins. Some of the greatest 
planning successes appear to come from industries in problem markets. Of 
course it is my belief that planning does work, but I accept that there are 

difficulties of measuring cost and benefits. 

This leads to the next argument which runs something like this. “Planning 
is costly in money and management time, and we are not convinced t^at the 
benefits outweigh the costs.” Of course benefits are almost impossible to 
measure, since you are always in an “either or” situation. It is never possible 
to measure what would have happened if you had (or had not) embraced 
corporate planning. Similarly, although the costs of the corporate planner can 

f Quoted with the permission also of Harper & Row, Publishers, Inc. 


o INTRODUCING CORPORATE PLANNING 

be ascertained, it is not so simple to calculate the cost of any planning 
activity undertaken by management; it is of course the additional cost over 
an informal planning approach which is relevant. Despite these difficulties 
there has been significant progress in the development of research methods to 
rneasure the benefits of planning. A major study by Thune and House 
C‘Where long-range planning pays off’, Business Horizons, August 1970) 
proved that companies that planned did better on average than those which 
did not, and had improved their own progress after starting formal planning. 
Another study by Herold (“Long-range planning and organisational 
performance: a cross validation study”. Journal of the Academy of 
Management, March 1972) validated this conclusion. Further evidence is 
offered in a study of the benefits of planning on acquisitions carried out by 
H. I. Ansoff et aL ( Does planning pay? The effect of planning on success of 
acquisition in American firms”. Long-range Planning, December 1970.) In all 
studies there are differences in individual performance, and some planning 
companies in the samples were outperformed by non-planning companies. 

Despite the research, this remains an area for management judgement, and 
there are many other such areas facing modern management-after all, no one 
has yet discovered an effective way of measuring the benefits of advertising. I 
do think companies which do corporate planning properly notice benefits in 
profit improvement, in internal communication, and in the motivation of 
people. The key word is “properly” since not all companies with planning 
departments practise corporate planning. So this is an argument for which the 
chief executive must act as his own arbiter. All I can say is that there are 
many companies in the U.K. and the U.S.A. who have made the judgement 
that it does pay off, and who genuinely feel that for them there is no better 
way to run a company. 

A third argument which I have heard is that surely a formal planning 
process takes away power from the chief executive. My answer to this is that 
if it does the person concerned does not deserve to be chief executive! Any 
planning department he may set up acts only as an extension of himself: 
while it may bring specialised knowledge to bear on problems, it never makes 
the decisions. Top management judgement alone must be the ultimate step in 
the plaimmg process. This objection stems from a complete misconception of 
the role of the planner in a company. 

Another argument is that formal planning will put a burden on line 
management, will upset them and will take away some of their powers. All 
this can happen, and many planners complain about difficulties in their 
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relations with line management. Yet all these problems are usually based on a 
misconception, since plans should never be imposed on operating managers 
without their involvement, and a good planner will never do their work for 
them. Of course, in the course of his work a planner may have to recommend 
a policy which does upset a particular manager, for example the divestment 
of a business area, but this is no more than the sort of recommendation the 
financial director might be forced to make under other circumstances, This 
problem of obtaining and maintaining good relations between planner and 
operating management will be discussed in greater detail as the book 
progresses. It is, where it exists, a human problem, not a fault of the planning 
concept; although it is a factor which must be considered when a planning 
process is designed. 

What is a Long-range Plan? 

Hanning has been discussed at great length, without any attempt being 
made to explain what type of plans will result, or the steps necessary to 
produce a long-range plan! I am afraid that I tend to use the terms 
*Tong-range planning” and ^^corporate planning” as almost interchangeable. 
The difference between a long-range and a short-range plan is a matter of 
degree, and in my view any planning system is incomplete unless it 
incorporates both. The short-range plan is a means towards making the 
long-range plan happen, for without action, what is the point of planning? 

I would define “short range” as being for a period of up to 12 months, and 
in the sort of p lannin g system I recommend would have this linked with the 
budgetary control process. 

The term “long range” is relative, and I see this as extending for a period 
of 3 years or more. The question of for how long a period a company should 
plan is often raised. There is no stock answer, and each company must make 
its own judgement. It is important for the period to be sufficiently lengthy 
for strategy to be developed: any period of less than 3 years is usually too 
short for this. Major capital investments in, say, a chemical plant may take a 
long time to complete and the planning period should try to cover a sufficient 
period so that a realistic picture emerges. A company in the forestry business 
must think many years ahead, since it may be a very long time before newly 
planted trees begin to yield. An orchard company may have to consider a 
7-year planning cycle, since it may take this long for new apple trees to 
become economic. 
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The first principle that can be deduced is that the planning process should 
take into account any normal cycle of events that is pertinent to the business. 

At the same time it is a fact that the shorter the period studied, the more 
accurately the company is likely to be able to forecast future events. This 
leads to the second principle, that companies should not plan for a longer 
period than fits the business they are in. While it might be realistic for our 
forestry enterprise to plan for 20 years ahead, it is unlikely to be a useful 
period for an organisation in the theatre business. 

I suppose the third principle is that no company should be dogmatic about 
the time period, but should make sure that it chooses a period which fits its 
business. Most companies seem to opt for a 3-, 5- or 7-year period. There is 
nothing really magic about any of these numbers, and I would suggest that 5 
years is often chosen simply because it seems to be a nicely balanced unit of 
time. I would be reluctant to take a period of less than 5 years for any 
business, because I think a lesser period tends to lack perspective. At the same 
time, it must be admitted that 3 years seems to suit some companies very 
well. 

Now setting, for example, a 5-year planning cycle does not mean that a 
plan is prepared at 5-year intervals, nor does it mean that the company should 
make no study of trends beyond the 5-year period. 

What I understand by a 5-year plan is one that “rolls”. It may be revised 
and updated once a year (or more frequently), and at every revision an 
additional year is added. So there is always a 5-year plan. The plans must be 
flexible, and the company must be prepared to reconsider the whole of its 
strategy if events show this to be necessary. What it must never do is write a 
5-year plan, and then follow it blindly for the given time period. 

The trends beyond the planning cycle will have an effect on the company’s 
strategies. A simple example is the quarrying enterprise whose quarry has 
only a 10-year life. This fact may well be a major influence on the first 5-year 
plan, since it may restrict the investment the enterprise is prepared to put 
into the quarry, or cause it to search for some other area of activity so that 
this can be well established by the time the quarry is exhausted. 

Both these points are really a statement that the far-sighted company will 
apply good sense and business judgement to its plans. Slavish attention to a 
set of rigid rules can well mean planning with defective vision. The fact that a 
company goes to the trouble of writing a document does not mean that it is 
in fact planning! I personally believe that the act of planning is more 
important than the written plans themselves. 
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It may be that the company will wish to have two or three planning time 
periods. It is often very sensible to consider a project plan for a period of 
much longer than the 5 years laid down for the strategic plan. Also, it may be 
wise to plan strategically for 5 years, but to only produce operating plans for 
a 3-year period: I have never found this necessary, but this is the way some 
companies work. 

The Types of Plan 

The three terms “project”, “strategic” and “operating” plans require 
definition because they are quite different types of plans, although all highly 
important to the company practising corporate planning. 

A project plan is a plan covering a particular capital investment or 
marketing operation. For example, an investment in a new factory would be 
supported by a detailed study of the expected results of that investrnent. 
Project plans are prepared on an “as required” basis. This does not mean they 
have no relation to the other plans, since they must fall within the framework 
of these plans. Obviously a company would be planning badly if it had to 
prepare a project plan for a major investment that was not mentioned in its 
strategic plan. It is of course possible to carry out project planning without 
doing corporate planning. 

Strategic and operating plans are within the regular planning cycle 
discussed earlier. Put simply, the strategic plan sets out the objectives of the 
company and the means (strategy) by which the company intends to reach 
those objectives. An operating plan is the plan of an established area of the 
company—for example, a division or a subsidiary. This definition is important 
for the sense in which these words are used throughout this book. As in aU 
management subjects, there is really no common ground of meaning in the 
use of these and many other key words, and some writers use the terms 
differently. 

Now we cannot leave the definition of strategic and operational planning 
hanging in the air, for there are other plans which are bound up with them 
and there are inter-relationships that must be explained. Figure 1 shows a 
generalised family of plans which a company might develop. I say “might” 
because practical application of the principles will often suggest changes to 
suit the particular situation of the individual firm. The whole system is 
described below to give a coherent picture, but each element receives more 
extensive treatment in later chapters. 
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The diagram is in circular form to indicate the fact that not one of these 
plans is an entity on its own—each depends partly on the other plans in the 
system, and indeed, during the completion of the plans there is a feedback 
from one plan to the next. 

In the heart of the system is the strategic plan, which was defined above. 
This really is the key to the whole process, and from this will come strategic 
guidelines to the operating units of the company. Surrounding the strategic 
plan is another circle, which is split between the financial and personnel 
plans. These, too, are master plans for the whole company, which show how 
the programmes in the strategic and operational plans are to be provided with 
the twin resource requirements of money and people. Naturally, these must 
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balance with the total corporate strategy, since if there is a shortage of 
resources, there may have to be revisions to strategy. 

All the operational plans are found on the left-hand side of the diagram. 
The dotted line has been positioned to emphasize that there is a direct 
relationship between these plans and the three master plans. The diagram 
assumes a simple one-division company, but it is easy to see how the plans 
shown on this side of the diagram can be repeated for additional divisions and 
departments, right down to the smallest unit to which the chief executive 
wishes to bring long-range planning. The headings here are quite 
straightforward and fairly logical, covering marketing, production and 
facilities. Shown partly on this side and partly on the right-hand side are the 
improvement plans and the research and development plans. 

The right-hand side of the diagram shows the family of plans, also 
descending from the master plans, which are the responsibility of the strategic 
management of the company—in other words, the chief executive’s plans, 
although of course he would probably find it advisable to use staff assistance 
and should certainly call on his top management team. 

Research and development, and the improvement plans fall under the 
influence of both strategic and operating management. The normal operating 
unit may use R & D to constantly improve its products, to produce new ideas 
in line with its current operations. On the other hand, strategic management 
may call on R & D to develop the product or technology which will take it 
into a completely new business area. Improvement of all operations is a total 
management task, and a striving for increased productivity and for greater 
profits through higher efficiency is such an important issue that I like to see a 
special plan devoted to it. 

The rest of the plans on the strategic side show the other major groups of 
alternatives open to a company—expansion, acquisition and divestment. 
These three headings, plus the other two, really sum up all the types of action 
that the chief executive can take to reach an increased profit target. He can 
make his current operations more efficient, and reach it in this way. He can 
decide to expand his capacity, open a company overseas, buy up some 
licences—hence the expansion plan. He can find new areas of activity through 
his R & D—or he can go off on a shopping expedition and acquire his way 
into new areas of profits. He may have to get rid of some of the areas in 
which he at present operates—hence the divestment plan. 

At this stage, I must confess that the word plan still tends to suggest to me 
an image of a huge leather-bound document, perpetually locked, and hidden 
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deep in the company archives. I do not think I am alone in this-for example, 

1 once had a perfectly serious enquiry from an acquaintance who wanted to 
know what a strategic plan looked like, and how long it was. “Plan” must not 
be interpreted in such a way in the conceptual approach I have outlined (no 
corporate plan should ever gather dust in the archives!) and in many cases the 
whole “plan” may be only a few sheets of paper. In other cases it may be 
long enough to make up a file or a book. The objective should, of course, be 
to keep plans as concise as possible, but at the same time they must include 
enough data to make them actionable. There is some merit in having the 
various parts of the total package so that they can be lifted from the whole: 
because of its confidential nature, it may be advisable to restrict readership of 
the total corporate plan. In this case, various sub-plans may be taken from the 
whole, and passed to those people who have to take action on them. 

The total approach discussed above is for a company which has embraced 
the corporate planning method. Just as it is possible to carry out project 
planning without corporate planning, so it is possible to do operational 
planning or strategic planning in isolation. But real success can only come 
from undertaking both. 

The Total Planning Process 

Plans such as those described do not suddenly come into being. In fact, 
one might claim that they are the middle part of the planning process. Figure 

2 shows the various steps which have to be followed before a company can 
justifiably claim to be approaching the task of planning in a formal way. Each 
of these steps is vital to the success of planning in the company, and each is 
described in full detail in later chapters. At this stage it is only necessary to 
obtain an impression of the total task facing the company. 

Preceding the diagram is a decision to do planning. This is a big decision, 
for it will cause radical changes to the pattern of management within the 
company. But it is important to realise that it is a decision. 

There are a number of possible starting places to Fig. 2.1 have chosen the 
environment, because corporate planning involves acceptance that the 
company is not operating in a vacuum, and that it is affected by what goes on 
in the world around it. The market has been shown as a separate element 
from the other environmental factors, affected by them, and vitally 
important to the future of the company. A later chapter deals specifically 
with market planning. 
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Planning model 



Fig. 2. The total planning process. 


The environmental appraisal seeks to establish what external events really 
do affect the company’s operations. Equally important, it is designed to 
provide the company with assessments of future trends, to indicate areas 
which are likely to change in the years ahead; in order that strategy may be 
adjusted and the company moulded to a new pattern of operations. 

As all forecasts of trends are, at best, only forecasts, it will be necessary to 
reduce these to assumptions for planning purposes. Any plan which provides 
for future events must be based on assumptions; the corporate-planning 
process insists that these are clearly defined so that all concerned with 
planning know what they are. It also makes it possible to monitor them to 
measure when things go wrong, so that corrective action can be taken before 
the effects are felt on profits. 

Monitoring and controlling is seen as a step affecting the whole process, 
with direct impacts on the corporate appraisal and the rest of the process. 
Although illustrated as one step, in practice it will be madp up of as many 
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sub-systems as is needed, and different elements of the model will be 
controlled in different ways. It is a critical stage in a planning process, and 
should be a regular, continuous system. 

At the bottom of Fig. 2 is a box indicating the corporate appraisal. This is 
a very important step, but is often neglected. Some companies argue that 
planning should have no connection with present operations: the “don’t rock 
the boat” philosophy. This is nonsense, and unless a company is willing to 
put itself under a form of self-analysis to assess its strong and weak points, it 
might as well give up the idea of planning. The corporate appraisal helps the 
company to understand its present interface with its environment. It defines, 
in effect, the unique corporate identity which is the feature of every 
company. 

Many would argue that the true first step in any plan is the definition of 
objectives. The diagram shows that the primary objectives are in part a 
response to the way in which the chief executive decides to meet his 
interpretation of the expectations of the stakeholders. The stakeholder 
concept embraces all with an interest in the firm: shareholders, employees, 
the community, customers and suppliers. Although the non-shareholder 
interests may modify the degree to which profit is sought, we should not 
forget that adequate profit is necessary for the survival and growth of the 
business and therefore ultimately to meet the expectations of the other 
stakeholders. The determination of objectives is an area of conflict, since 
everybody cannot be satisfied to the degree that they might wish. 

Objectives may require reconsideration during the various stages of the 
preparation of a plan, and are shown in the diagram as being influenced by 
stakeholders, the environment, the market, the appraisal and the feedback of 
results against strategies. In simple terms the objectives might be said to 
include a profit target, definition of what the company’s business is, and a 
statement of what it intends to become. This brief description will be 
expanded later. 

Other stages in the model show the identification of strategic options, and 
the consideration of their risks, leading to a selected strategy which is 
subjected to sensitivity analysis to “test” its vulnerability. This is the heart of 
the analytical framework of the strategic plan, and leads to goals and action 
plans. These effectively are the particular operational and strategic sub-plans 
discussed in Fig. 1. 

In turn this leads to the monitoring of results against plan, and the 
feedback mechanism already discussed.^ 
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We are now very close to the design of a planning process. This takes Figs. 
1 and 2 and combines them in a way that will meet the unique requirements 
of the individual company, so that the resultant process clearly shows not 
only what analytical steps are needed and what plans will result, but how the 
company will tackle this task and which organisational units will be involved. 

In addition, the complete process has to bring in the concepts of time, and 
the subdivision of the various tasks into steps to be completed by a defined 
date. Overall the process is continuous, and designed to lead to the formal 
revision and extension of the plan every year. Within the process provision 
must be made for formal reviews of the plan, and the dissemination and 
formal discussion of the strategic guidelines which enable operating divisions 
to make their plans. 

The final links which complete the process are forged with other systems 
in the company: for example, budgeting control, capital budgeting, project 
and capital expenditure evaluation, personal appraisal and management 
development. 

There is no universal flow chart which will illustrate the process in a way 
which fits every company. The best that can be done is to show a summary 
diagram of the process as it is appHed in a particular company: this is 
illustrated in Fig. 3. 

This chapter has dealt at length with some broad issues. Having disposed of 
these we can now get down to the more practical problems involved in 
introducing planning and making it work. Figures 1 to 3 should be kept in 
mind as the various parts unfold over the following chapters. 

Corporate planning is a total process. It must involve the whole company, 
and the emphasis now to be placed on particular aspects must not lead us to 
forget the very important relationship that each has with the whole. 









CHAPTER 2 
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The Principles of Planning 

If corporate planning is a philosophy of management, it must have certain 
principles. These are not very complex, and can be superimposed on a variety 
of different theories of management. What they really do is give a particular 
slant to the way in which the company is run. The only thing with which 
they are incompatible is poor management (which is not, of course, accusing 
those companies which do not do long-range planning of being badly 
managed). All the principles of planning fall within the definition of 
management given by Harold Koonz (“Making sense of management theory”. 
Harvard Business Review, July-August 1962). 

Managing is the art of getting things done through and with people in formally 
organised groups. It is the art of creating an environment in which people can 
perform as individuals and yet co-operate towards the attainment of group goals. 
It is the art of removing blocks to such performance, a way of optimising 
efficiency in reaching goals. 

The principles of the corporate planning approach are worth examining, 
because they are vital to the successful introduction of planning to a 
company. Acceptance of the principles means that planning will never 
become an empty exercise, and will mean that plans work—and that the 
carefully prepared long-range plan does not disappear into the files for a year, 
unread and unused. 

That well-known journal The Economist (5 October 1968) published an 
article on corporate planning which asserted that planning grew out of one of 
three areas: the market research/forecasting function, the budgetary control 
function, or an ad hoc team set up to appraise a major capital investment. In 
fact these are all bad approaches to corporate planning, which should be 
introduced as we saw in the last chapter as a deliberate decision by the chief 
executive that this is the way he wants to run his company. Growing into 
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planning is the wrong way to go about it, and can jeopardise its chances of 
success. 

There is a body of research evidence which suggests that planning 
frequently is introduced as an answer to a crisis: either internal, such as a 
change in top management, or external such as the energy crisis. It is a pity 
that this is so, for an earlier introduction might well have avoided the crisis. 

So this is the first principle: that the chief executive must genuinely desire 
corporate planning, and he must back his wishes by positive action. Planning 
must not only be wanted, but it must be seen to be wanted—which means that 
the chief executive must excite among his senior managers the same desire to 
practise the planned approach which he himself possesses. He, too, must 
submit to the same sort of planning discipline as the rest of the company, for 
nothing is worse for the success of planning than the feeling that this is 
medicine that the chief executive reserves for those under him—but which he 
will never take himself. His personal interest in the planned approach must be 
as obvious to the company as his edict that this is the philosophy by which 
the company will be guided. 

H. Kirby Warren conducted a very interesting survey among various levels 
of management in a number of leading American corporations which did 
long-range planning {Long Range Planning-The Executive Viewpoint, 
Prentice Hall, 1966). He suggests in one of his many findings that managers 
have a “wait-and-see’’ outlook to the introduction of planning: they wait 
until they can see just how seriously the chief executive treats planning 
before they decide on the amount of effort they themselves will put into it. 

Of equal importance is the principle that all managers must be concerned 
with the long-term results of all decisions. The shape of the company in the 
future years ahead depends on decisions made today. The planning company 
makes it a cornerstone of management that all managers look beyond the 
short-term results of their decisions. This goes far wider and much deeper 
than the mere writing of plans. It spans every management level in the 
company, including people who might not normally be involved in the 
preparation of formal plans. Every manager is motivated to evaluate the total 
logical outcome of his decisions, and not to make them solely against the 
background of pressures of the day. Under this philosophy a manager who 
ignored the future effects would have this counted against him when his 
performance was appraised. 

The corporate-planning system forces managers to accept that there is 
always a choice of actions possible, and that part of their job is to make the 
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best choice. This enforces the consideration of alternatives, and the deliberate 
definition of all the practicable ways of solving each particular problem. The 
solutions sought will not simply be the ones which spring first to mind. 

This leads on to the next principle which is that all such decisions must be 
made objectively, after consideration of the available facts. This suggests that 
appropriate management techniques should be used in the decision process. It 
presupposes an effective management information system, and a flow of data 
on the environment, so that reasonable alternatives can be considered. Above 
all, it calls for an attitude of mind that attempts to banish emotionalism from 
decision making. 

As there is a proper evaluation, the results should be recorded. Wherever 
possible the expected effects of the decision should be quantified, to provide 
a simple model against which performance can be measured. This leads to the 
principle that as much as is reasonable in the management task will be written 
down. One of the reasons for a permanent record of the problem, the 
alternative solutions, and the reason for choosing the decided course of action 
is that the act of writing focuses the mind, and leads to clearer thinking. Too 
often, companies make important decisions without ever setting down what 
they are hoping to achieve—and if you do not do this, how can you know 
when you get there? And, of course, another reason for a written record is 
that it becomes possible to monitor results to confirm that the standards set a 
priori are in fact achieved. 

The principle of recording extends to such areas as company policies, job 
descriptions and the like, so that there can be no possibility of a manager 
misunderstanding something which is vital to the optimum performance of 
his job. There are too many misunderstandings (when, for example, a senior 
manager delegates a task to a subordinate), caused purely and simply by bad 
communication. The senior man thinks he has issued clear, concise, verbal 
instructions; the junior thinks he perceives exactly what is expected of him. 
But there may be no common ground of understanding. The tragedy is that in 
some cases neither party will ever know. On a different front, it is well known 
that many companies are disappointed with their market-research results, or 
pay more than they need to for a survey, simply because there is no written 
brief to the marketing research department to set out clearly and concisely 
what information is required, and why, 

A secondary benefit of clearly defined policies is that it becomes easier to 
modify them as circumstances change. If a policy is written it becomes 
obvious when it is no longer appropriate: if it is not written, the chief 
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executive will make a series of mental adjustments to it—half of which he will 
never pass on to his staff. 

I like to think of corporate planning as a team approach. This leads to the 
principle of involvement of those concerned with implementing decisions 
during the making of those decisions. Managers must function as a team, and 
there must be opportunities for discussion both along the various levels of 
management and up and down the line. Where possible, junior managers 
should be allowed to contribute to the solution of a problem. Senior 
managers should be aware of what their counterparts in other sections of the 
company are trying to achieve. Snap decisions will only be made when this 
cannot be avoided, since there is no merit in making decisions at a faster rate 
than is needed, when the too hasty action has a high chance of being wrong, 
and when the available facts are not taken into account. This is not the same 
as saying that necessary decisions are avoided, or that an immediate response 
cannot be made when circumstances require. 

Thus planning is a very important communication process. There must be 
adequate discussion between chief executive and line managers, so that plans 
have both the involvement of those responsible for them, and the approval of 
the man whose duty it is to set the overall pace of the company. It follows 
that if management is a team approach, there must be a naturally healthy 
atmosphere for the discussion of problems and the development of ideas. 

The planning process should try to encourage the growth of ideas from all 
areas of the company, and the open approach so necessary for good planning 
stimulates this result. Good, sound, business opportunities can come from 
many corners of the company, and are a diet needed for the continued 
well-being of the body corporate. The aim should be to gain true management 
involvement in planning the future of the company in a way which allows 
senior management to contribute to the development of strategy, and more 
junior management to have a wider participation than planning their own 
responsibility areas. 

Perhaps the last principle is that the spread of the planning approach 
throughout the company must be total. You cannot claim that this way of 
management includes everyone except Bill Smith (“who is difficult”), or the 
Personnel Department, or Production, or whatever other departments spring 
to mind. The planning philosophy must go all the way through the company, 
and every one in the company must learn to approach his problems in the 
ways described. But this also means that sufficient data must be made 
available to enable everyone to plan. This does not mean that no secrets may 
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be withheld from the office junior; but it does mean that the Personnel 
Department (for instance) must be aware of the major developments taking 
place in the company. The principle of communication again. 

The task of planning the progress of the company lies squarely on the 
shoulders of the chief executive, just as the task of planning his own 
operations is part of the job of every line manager. These cannot be 
delegated. 


Fig. 4. A check list of reasons why planning may fail 

1. Faults of the Chief Executive 

A. He does not believe in it, but has a planner because it seems the thing to do. 

B. Insufficient backing by chief executive leads line managers to underestimate its 
importance. 

C. Instructs planner to take no interest in current activities and to avoid upsetting 
line managers. 

D. Gives planner too low a status for him to be able to converse with general 
managers on equal terms. 

E. Creates a planning committee rather than give planning task to one individual. 

F. Allows some managers to opt out of the system. 

G. Spends too little time on planning. 

2. Faults of the Planner 

A. Tries to do all planning himself. 

B. Planner of low calibre. 

C. Planner has only a part-time interest in planning and has to spend too much time 
on other activities. 

D. No control mechanism or other procedures to convert plans to action included in 
the system. 

E. Planner a narrow specialist who lacks ability to see full scope of his task and views 
planning only in terms of his own discipline (e.g. O.R., accounting). 

F. Lack of attention to one or more of the basic steps. 

3. Faults of the Company 

A. Company as a whole does not understand the corporate-planning process (not all 
companies with “planning departments” carry out formal planning). 

B. Managers judged on current results only and no account taken of their future 
plans. 

C. Company tries to move into an advanced management area before it is ready (e.g. 
companies with no accounting function). 

The Corporate Planner 

The preparation of formal plans involves much detailed work; even more 
important is the time needed to study the trends in the environment, to make 
sure that the company can take advantage of all opportunities. In all but the 
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smallest companies, the volume of work in organising and preparing plans and 
in the evaluation of alternatives is such that the chief executive just does not 
have the time available to do the task justice: indeed he should have priorities 
in his own work task which would put much of the routine of planning in a 
fairly low position. This is why most companies that do corporate planning 
employ the services of a planner. Now this does not suggest that the chief 
executive delegates the task of planning; nor does it mean that line managers 
can throw up their hands and say that as the future is now being looked after 
they need give no more thought to it. A good planner will never try to take 
the chief executive’s decisions for him, though he will certainly ease the 
burden by objective analysis of alternatives; illuminating opportunities; and 
taking over many of the problems connected with making planning happen. 
Similarly he will never try to do the planning for line managers, although he 
certainly has a duty to help them, and although the processes he gets working 
will ensure that they are able to take more factors into account when they do 
plan. In all this activity he is nothing but an extension of the chief executive. 

This is not to suggest that he should be a “y®s” man. He should present his 
own opinions to the chief executive, and should make suggestions that will 
improve the way in which the company moves towards the attainment of its 
objectives. His role must be an active one, and he must never fall into the 
passive situation of being nothing more than his master’s letter box. But at 
the same time he has no right of position to impose his own schemes on to 
the company. 

There is no substitute for the employment of a full-time corporate 
planner. Reality does not always fit in with what is best, and the smaller 
company may have to appoint someone who has another major role besides 
that of planning. This is not the best situation, and the plans will suffer for it, 
but obviously the amount of resources which a company can afford to devote 
to planning must be taken into account. But the situation should be avoided, 
if this is at all possible. 

The opposite of this situation also applies, and some companies find it 
necessary to employ more than one planner. My own view is that the 
optimum-sized planning staff is one, and that any increase in numbers over 
this represents a degree of relative failure: my only exception to this principle 
is where the complexity of operations makes it worth while attaching 
additional planners to major subsidiaries—particularly important in a 
company operating in a number of countries, or in a very diverse field of 
activity. 




BEGINNING THE PLANNING PROCESS 


23 


It may happen that the sheer size of the planning problem in a large 
company makes it imperative for the one-man principle to be left behind, and 
that additional people wiU be required to study opportunities and 
environmental factors. If this is really justifiable, then it has to happen: but 
this is a far cry from the over-large planning departments built up by many 
companies, on the assumption that as planning calls on many disciplines, you 
have to try to have an expert in each. What so often happens, of course, is 
that functions which exist elsewhere in the company are duplicated in the 
planning department: an empire is created which is justifiably resented by 
line management, and there emerges a form of ivory tower planning which 
becomes more and more remote from the real affairs in the company. 

Now of course planning calls for expertise in more than one area, and no 
planner can be a leading expert in every one of the disciplines or techniques 
he may have to call upon. But there is a good deal to be said for the designing 
of a planning process which makes use of existing talent from within the 
organisation. I very much favour the “task force” approach which establishes 
a team from different areas of the company to perform a specified job: 
examples are a task such as the corporate appraisal, or a capital expenditure 
evaluation. The big advantage of the task force approach is that it is possible 
to include representatives from the operating areas of the company that will 
be concerned with the outcome. Line management is involved from the 
beginning and there is no suspicion of an imposed solution. 

One thing that fogs judgement about the size of planning departments is 
the habit which some companies have of attaching other functions to the 
planning manager: marketing research, operations research and general 
trouble-shooting. In principle this is incorrect, because apart from giving the 
appearance of an empire, it means that the man in charge has a number of 
administrative duties which restrict the amount of time he has available for 
the all important task of planning. 

By the nature of his position as an extension of the chief executive the 
planner should report to no one but the chief executive. Anything else is 
wrong, and puts a blockage between the man who carries the responsibility 
for planning and the person he has recruited to help him. It follows that the 
planner must be of a calibre suitable for the position he holds. It is very 
damaging for the chief executive to claim to be too busy to have the planner 
report to him: all this suggests is an attempt to abdicate from the 
responsibility of planning, and the chief executive can only do this if he 
surrenders his position as chief executive. The planner should be able to 
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communicate on equal terms with the most senior managers of the company, 
and reporting to the chief executive helps this to happen. 

The selection of the planner is a very important step in the planning 
process. He must be able to make objective evaluations and must be 
numerate. He must be able to “sell” ideas to people, and must therefore be 
able to express himself, both verbally and in writing, and, of course, he must 
be of the calibre to inspire confidence in line management. 

Planning calls for the use of many skills, and it is highly improbable that 
any one person has expertise in all of them. This means that the basic 
discipline in which he is trained is not of vital importance—he can be an 
economist, econometrician, mathematician, or virtually anything. As wide a 
knowledge of techniques as possible is a desirable feature, but the planner 
should never be a narrow specialist, appointed because he is an economist, 
O.R. man, or the like. The other qualities required outweigh the narrow skill, 
and of course are found in a very wide range of people. 

The planner should preferably possess, or at least be able to rapidly 
acquire, an expertise in corporate planning. It takes a certain skill to design a 
system of planning for a particular company, and much wasted effort can be 
avoided if the planner knows what he is doing. 

When the chief executive decides to appoint a planner he has a “make or 
buy” choice. He can take a suitable person from within his own 
organisation—and if he does this he should choose a manager who “cannot be 
spared”—or he can buy in the services of a person with appropriate corporate 
planning experience. It is up to him to make up his own mind, for there are 
advantages in both choices. 

Obviously, his own man will already have an extensive knowledge of the 
company’s affairs, and should have the appropriate personal standing with 
other managers. (If he is a man who can be spared then he may not have this 
personal standing.) But lack of knowledge of corporate planning could set 
back the introduction of planning several months, and to precipitate an 
action through ignorance of what to do, can do the planning cause a serious 
disservice. 

On the other hand, the buying in of a planner will mean that there is no 
period of hesitancy while he studies corporate planning methodology. He will 
not know the ins and outs of the business, but this may be an advantage, 
because he will not have his mind cluttered with attitudes carried over from 
his previous jobs with the company. He will not know what is impossible. It is 
important not to overestimate the length of time a person of the right calibre 
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needs to obtain enough knowledge about the company to help planning start. 
Some managers think that as it has taken them 30 years to learn the tricks of 
the trade in which they operate, no person could possibly gain a working 
knowledge in a period of a few weeks. There is here a confusion about the 
nature of the knowledge required. The planner has to know enough to 
understand the business-not necessarily enough to be able to personally 
perform every task in that business. In the fruit trade, for example, the 
planner would have to understand the supply/demand pattern for apples, and 
the functioning of the channels of distribution: he would not have to learn 
how to personally recognise the differences between a Cox’s apple, a Golden 
Delicious, a Granny Smith and a Worcester. 

One further point of importance in the selection of a planner is that, if the 
choice is for “making” a planner, the man selected must be willing to take on 
the task. Impressing a reluctant line manager (who may regard his planning 
duties as a temporary spell of penal servitude, and forever look forward to his 
release into the real world) is not a good move. The man chosen to fulfil this 
key role must have a certain amount of dedication to his job. If he, 
personally, is unenthusiastic it will be the harder for him to convince the 
other members of the management team that corporate planning is a 
worthwhile thing to do. 

Fig. 5. Job description of a corporate planner 

Title: Corporate Planner 

Reports to: Chief Executive 

Purpose: To assist top management to plan the future of the company in an orderly 

way. 


Principal responsibilities: 

1. Introducing a system of formal long- and short-range planning covering all areas of 
the organisation. 

2. Assisting management in the definition of objectives and goals. 

3. Identifying long-term internal and external factors and their potential effect on 
the company. 

4. Assisting the Chief Executive in the development of strategies to achieve 
corporate objectives. 

5. Analysing and making recommendations on alternative courses of action, 
including capital investment, acquisitions, divestment, and expansion. 

6. Ensuring that the future implications of all decisions are taken into consideration. 

7. Appraising corporate strengths and weaknesses. 

8. Advising all management levels on planning matters. 

9. Writing strategic plans to reflect the decisions of the Chief Executive: 
co-ordinating the plans of line managers. 
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10. Monitoring plans and the assumptions on which they are based so that the Chief 
Executive can control progress. 

11. Maintaining a manual to describe the planning system and to specify the part each 
person has to play in that system. 

12. Initiating special studies and research appertaining to the future of the company. 
(Where available, working through appropriate departments within the 
organisation.) 

13. Training management in planning principles and methods. 

14. Applying appropriate techniques to the solution of problems. 

Qualifications: 

Should be qualified to degree standard in an appropriate discipline, but should 
not be a narrow specialist. 

A wide range of disciplines are suitable-e.g. Economics, Business 
Administration, Market Research, Mathematics, Statistics, Marketing. 

Experience: 

Should have experience of corporate-planning principles and methods, and ability 
in some management techniques (ability in ALL techniques is virtually 
impossible). Appropriate techniques include: 

D.C.F. 

Risk Analysis. 

Network Analysis. 

Decision Theory. 

Marketing Research. 

Forecasting. 

Should also be thoroughly experienced in management theory and philosophy. 

Must be able to express his thoughts fluently both verbally and in writing. 
Must have integrity in his approach and must not be afraid to make 
recommendations that may be unpopular. 

Must be able to communicate with all levels in the organisation. 


Age: 


Not younger than 30. 


banning the Plan 

At this stage we have covered the selection of the planner and must now 
consider the situation when the right man has been appointed into a company 
where the chief executive has been at pains to create the right climate for the 
success of corporate planning. It is worthwhile thinking about some of the 
steps which the planner will have to take to make planning happen. This is 
when the chief executive’s decision to undertake the corporate planning 
approach begins to move very definitely into the action phase. 
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It seems to me that the planner has a number of things to do before he can 
set a planning system into motion. This really is a pre-planning stage, when 
time must be taken to “plan the plan”. As I see it, he has four basic steps to 
take: 

1. Self-education. 

2. Management education. 

3. Design of planning system. 

4. Issue of planning instructions. 

The only problem with writing down a series of steps is that there 
immediately appears to be a neat ordered sequence. In practice the steps all 
have blurry edges: some will be started before others have finished, and in the 
middle of it all the planner will be beginning those elements of the planning 
process which have to be carried on, regardless of the final shape of the 
system. Objectives will be set, the corporate appraisal begun, and, because he 
will be walking into a dynamic situation, there will be ad hoc situations which 
will require his attention. Only in a company that begins corporate planning 
before incorporation is it possible to prevent anything happening until the 
planner is ready for it! So there will be capital investment decisions, new 
products and a thousand and one other decisions which will make claims on 
the planner’s attention, long before he has helped the company to produce its 
first long-range plan. 

With this in mind, it is possible to interpret the four steps in the way in 
which they will occur in the hustle and bustle of the normal business 
environment. And, of course, order will gradually appear out of the apparent 
chaos. 

The first step has really been covered in the description of the planner 
himself. If he has been appointed from within, and has no planning expertise, 
his first task must be to acquire some. If he has been hired from outside he 
must first learn enough about the company to begin the other steps: but in 
this case the learning can be Hnked with the preliminary moves towards the 
corporate appraisal. In any event, step one should not last more than a matter 
of weeks (although this does not suggest that the planner should then close 
his mind and assume he knows everything!). 

The next stage is a vitally important one. Something new is happening in 
the company which will affect the Hfe of each and every manager. It is only 
fair that a determined effort is made to explain what is happening: it is not 
only fair, but it is prudent, since many misunderstandings can be avoided if 
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managers are shown what planning is before any other demands are made on 
them. 

The development of managers’ knowledge of methodology can be 
approached in two ways. Firstly, in his first few weeks the planner should 
meet as many managers as possible, to “sell” planning to them, and to 
estabhsh good interpersonal relations. At this stage the planner may still be 
eyed with suspicion, but at least he will have shown that he is flesh and 
blood, like everybody else. 

It is also useful to hold an internal seminar (or series of seminars) to 
explain to managers the full implication of planning, and the theory behind 
it. In some companies, a guest speaker can be used to advantage—on the basis 
that many managers are more Hkely to believe what they learn from an 
outsider, than what they are told by someone whose salary they are paying. 

The handhng of these meetings is important, for they can shape line 
managers’ future attitudes to the planner and to planning. Depending on the 
requirements of the company, it may be worth holding seminars for different 
levels of management: each should, of course, be pitched to appeal to the 
particular responsibiUties of the managers attending. A professional approach 
is important in the holding of any seminars, for all managers will be giving a 
little of their most precious resource—time—and this must not be wasted. In 
many situations it may be necessary to develop a more comprehensive course 
or programme. SpeciaHst outside help will usually make this a professional 
and effective initiative. 

During the whole of this educational process, the chief executive should 
by his behaviour show that he fully supports his planner. It would be a very 
bad start to planning if the chief executive were to announce that he was too 
busy to attend the seminar. His presence is vital to convince managers that he 
is serious in his intentions. 

Many corporate planners beheve that planners and Hne managers are 
incompatible: that at best there is an armed neutrality between them: at 
worst open hostihties. I do not accept this point of view, and I beheve that 
any good team of executives can work within the planning framework, 
provided the right relationship is estabhshed from the beginning. The second 
worst mistake a planner can make is to give the impression that he is going to 
do all the company’s planning himself from now on, and that the managers 
are his Httle chess-men whose function is to put the plans into operation. 
(The worst mistake a planner can make is to really try to do all the planning 
himself! Unfortunately, some do.) 
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There will be many decisions to be taken on the design of the planning 
system. It is almost certain that the conceptual approach outlined in the 
previous chapter will be recognisable in whatever system is adopted: it is 
absolutely certain that the final system will have important differences. The 
unique needs of the company must be taken into account, and the ultimate 
scheme should sHde as neatly as possible into the company’s way of doing 
things. 

Every company is likely to have in existence some semi-formal elements of 
planning, and there is almost certainly bound to be a process of budgetary 
control. It is worthwhile using these existing elements as building blocks 
where they are suitable. Similarly, the basic organisation chart of the 
company should provide a framework for estabhshing the exact contribution 
required from each person-although, of course, it must not be forgotten that 
the corporate appraisal may show the need for changes in the organisation. I 
do not think the planner can expect that the first system he designs will be 
absolutely perfect: he should expect to make changes as time progresses, both 
to meet the needs of a dynamic organisation and to improve on his original 
ideas. In this way the system will be a flexible part of a living company. 

It is considerate if the planner can try to avoid the busiest planning periods 
falhng in the time of year when managers are most stretched. Of course, this 
is not always possible, but where a clash can be prevented it will make for the 
smooth running of the system, as well as giving the managers more time to 
think. 


The Planning Manual 

Planning is a system of communication, and the system must build in 
opportunities for interdepartmental discussion, as well as discussion up and 
dovm the Hne. Once all the details of the planning system have been decided 
they should be presented in written form to all involved. The basis of this 
record should be some form of planning manual, which should show very 
clearly what part every manager is expected to play in the planning process. I 
think it is a waste of time for anyone to approach a line manager with the 
request to “prepare a 5-year plan by next Friday”, unless he is also given 
guidance on the sort of problems he is expected to consider in the plan (and a 
reasonable period of thinking time). So the planning manual should set this 
out in full detail. 

There are other reasons for a manual. One of the duties of the planner is as 
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a co-ordinator. He has to make sure that every division in the company plans 
in the same direction. Certain basic data are needed for every plan, and the 
contribution of each line manager must contain these data. 

Possibly even more important is that a good planning manual can save time 
for the line manager. His time is valuable, and there is no reason at all why he 
should waste it on a detailed consideration of the conceptual outline to his 
plan. This is something the planner can—and should—do for him. 

The usefulness of a manual can be increased if a brief introduction is given 
to the whole process of corporate planning. This is necessary because, despite 
all the prehminary groundwork of the planner, corporate planning will be an 
unfamiliar activity to many. If the planner lacks interest in writing such an 
appreciation himself, he can meet the need by purchasing reprints of a 
suitable magazine article. It would, of course, be a mistake to assume that all 
managers will read this particular part of the manual, but some of them will 
and if only one plans the better for it, the preparation time will have been 
well spent. 

The aim of the manual should be to record all the more permanent 
elements of the company’s planning system. The many additional instructions 
that vary with every plan such as planning calendars, strategic guide-lines and 
assumptions, should be dealt with by letter before the beginning of each 
planning cycle. This also provides an opportunity to remind managers that 
the cycle has begun. 

There is one very real danger in the formahsation of planning. The 
standardisation of plan layout can bring the risk of a standardisation of 
thought, which would be disastrous to the company. If planning ever 
becomes a form-filling exercise in the eyes of managers it will be well down 
the path to failure. To be successful it must stretch the imagination of each 
manager, and must force them to throw their thoughts into the future. The 
planning process should be more valuable than the plans themselves. 

Any plans that have become dreary “form-filling” will have little value to 
the company. Now this is an avoidable situation and action starts with the 
planning manual. When writing the instructions to managers the planner must 
stick to essentials, and avoid petty detail. He should also try to leave the 
manager a certain freedom of choice. For instance, it is worthwhile providing 
a conceptual guide-line for market planning, so that all can see the sort of 
approach required, and the areas of decision to be covered: but he might be 
unwise to insist that his framework was adhered to rigidly. Having given the 
guide-line, he should encourage managers to approach the problems in their 
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Fig. 6. Suggested outline of a planning manual 
CONTENT 

Part 1: The Background to Formal Planning 

(a) Description of the Formal Planning* approach and processes. 

(b) Marketing Planning. 

(c) The value of the Gap Analysis Technique. 

(d) Features of a good plan. 

Part 2: An Overview of the Total Integrated System of Short- and Long-Term Planning 
in the Firm 

(a) The total system 

(b) Marketing information required for plans. 

Part 3: Long-range Planning Procedures and Systems 

(a) The types of long-range plan which form the system. 

(b) How these are co-ordinated. 

(c) Assumptions. 

(d) Methods of dealing with risk and uncertainty. 

(e) The Strategic Plan. 

(f) Operating Plans-for each corporate activity area. 

(g) Personnel Plan. 

(h) Financial Plan. 

(i) Standardisation of typing, etc. 

Part 4. The Annual Planning System 

(a) Relation with Long-range Plans. 

(b) Relation with budgetary control system. 

(c) Departmental Plans, 

(d) Profit Centre Plans. 

Part 5: Project Plans 

Methods of evaluating capital expenditure proposals. 

Part 6: Monitoring and Controlling Plans 

(a) Annual Plans. 

(b) Long-range Plans. 

(c) Project Plans. 

Part 7: Contingency Plans 

* Note: There are a number of published papers re-prints of which would provide 
one way of dealing with this point. Recommended are; 

“The how and why of strategic planning”, by D. E. Hussey, Business, January 1967. 
“Corporate planning”, by K. E. Lander, The Consulting Engineer, December 1968. 
“Corporate planning-a chairman’s guide”, by D. Hargreaves, Long Range Planning, 
March 1969. 






32 


INTRODUCING CORPORATE PLANNING 


own way. So long as all points are covered, it does not really matter in which 
order the manager records them. 

A sensible system of control, and of standards of performance, will also 
help to make plans worthwhile, especially if the chief executive lets it be 
known that planning ability is one of the factors against which he measures a 
manager’s success. 

Over all, the planner must resist the temptation to be pedantic, or to 
collect data which are only of academic interest. Attention to the appearance 
of plans might reveal a professionalism which is to be encouraged, so long as 
it is remembered that good prose and pretty diagrams are the means not the 
end. A gold plating does not change the characteristics of a base metal, and 
some base metals are not worth plating. In marketing research there is always 
the danger of the researcher becoming hypnotised by his own project, so that 
he spends money finding facts which are of interest to him, but which do not 
contribute one iota to the solution of the marketing problems he is studying, 
A first-rate researcher guards against this; I think a planner has to beware of a 
similar tendency, A good plan will never be cluttered with trivia. 

The planner must always remember that not all operating managers have 
the literary skill to write a plan as he would present it. Again, it should be 
stressed that it is the thought content of the plan which is important. 

If there is any overriding message about planning, it is that the processes 
evolved must have a certain flexibility, so that they do not break at the first 
crisis. 








CHAPTER 3 


OBJECTIVES, GOALS AND STANDARDS 
OF PERFORMANCE 


The Meaning of Objectives 

One of the difficulties of writing about a process of management is that 
many of the words which form the vocabulary of management are hopelessly 
overworked. Words of common usage have been taken and given a specific 
meaning by different authors; unfortunately they have not all given the same 
interpretation. The result is a problem in semantics, which can act as a barrier 
to communication and to a common understanding. 

Corporate planning is no exception to this rule, and one of its most used 
terms “objectives” has as many interpretations as there are planners. The 
differences in meaning are not always readily apparent, since they frequently 
have some common element. 

Objectives are the general reason for the company’s long-term existence: 
they are what the company is trying to achieve: they are the targets for 
strategic decisions. 

The views of some other authors should be considered. H. Igor Ansoff 
{Corporate Strategy, McGraw HiU, 1965) states:t 

Objectives are decision rules which enable management to guide and measure 
the firm’s performance towards its purpose. 

... something fundamental to the nature of a company and which distinguishes it 
from other types of organisation: it is therefore something permanent and 

John Argenti {Corporate Planning, A Practical Guide, Allen & Unwin, 
1968) defines an objective as:f 

t From Corporate Strategy, by H. Igor Ansoff. Copyright McGraw Hill, 1965. Used 
with permission of the McGraw Hill Book Company. 

:j: Quoted with the permission of Dow Jones-Irwin, Inc., also, who hold the United 
State’s rights. 
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unalterable. It is the reason for the very existence of the company, that for which 
it came into being and, what it is for now. It is that which, if the company fails to 
achieve it, the company itself fails. It is a permanent unalterable purpose, or 
raison d’etre. 

Brian W. Scott {Long Range Planning in American Industry, American 
Management Association, 1965)t suggests that: 

Objectives here are the statements of planning purpose developed within any kind 
of business plan. They are established within the framework of a planning process, 
and they normally evolve from tentative and vague ideas to more specific 
declarations of purpose. Objectives, furthermore, are always present in a planning 
process even though they are sometimes unconsciously established. 

From the varying definitions there emerges something of the flavour of 
corporate objectives (although it is only fair to add that further reading of the 
quoted works would reveal differences of opinion over what constitutes an 
objective: this does not matter, for we have established a common ground 
from which to begin our own consideration of the problem). Objectives are 
something to aim at, although they should be regarded as a map grid 
reference rather than as a target at the rifle range. The company will not 
always find that the shortest distance is a straight line, and may have to make 
detours to avoid obstacles. But having made the detour it is possible to come 
back to the grid reference from another direction. Without a defined 
objective it becomes very difficult to measure progress: having detoured, the 
company is likely to remain pointed in the wrong direction. 

Objectives may be regarded, when used in the appropriate manner, as the 
beacon which on a dark night welcomes the fishing fleet into the safety of the 
harbour: used badly they can become the sweet singing sirens which lure the 
unsuspecting vessel to founder on the rocks of disaster. 

I think it is fair comment to say that many companies do not have clearly 
established objectives. As Scott points out, they must have objectives, even if 
these are undefined. A problem comes through the variations in perception of 
these by the different managers in the company. Often questioning will reveal 
that this difference is often greater than a problem of emphasis: sometimes it 
means that different managers are pulling in completely opposite directions. 

From a management point of view it is obviously better if all members of 
the company at least know what the company’s purpose is. This is a problem 

t Reprinted by permission of the publishers from Long Range Planning in American 
Industry, by Brian W. Scott © 1965 by the American Management Association Inc. 
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of communications. But having obtained a common ground of understanding, 
the chief executive now has a tool which he can use to motivate his managers. 
Apart from the feeling of pulling together and playing a key part w^iich 
objectives can generate in a manager, they can be used to provide a standard 
against which to measure performance. 

I mentioned that objectives can be a danger. This occurs when the wrong 
target is set, and the company is taken away from the course which would 
yield the best results. In other words, the company works to the wrong map 
grid reference, and ends up not in a land flowing with milk and honey, but in 
a barren plain. So getting objectives right is a very important part of the chief 
executive’s task. 

One of the dangers he must avoid is dealing in delusions. It is very 
comforting, and usually quite meaningless, to define corporate objectives in 
noble sounding but empty phrases: to deal in platitudes, rather than fact: to 
use words which leave a pleasant, warm feeling, but which are in fact a lie. 
Corporate objectives, unfortunately, when they are stated are often written in 
these terms. It may sound very public spirited to claim that the company 
exists for the benefit of its employees or its customers, but unless the 
company means to live up to these ideals it can only do harm by so stating 
them. Self-delusion is no help in long-range planning. 

It will be fairly obvious that company objectives are not to be reconciled 
with the statement of purpose that every company incorporates in its 
Memorandum of Association when registering as a limited company. This is 
usually a legal form of words dreamed up to cover every Ukely activity which 
the company might at some time wish to indulge in. Objectives for long-range 
pla nnin g must channel the company’s thoughts along much closer defined 
lines. 

Peter Drucker {The Practice of Management, Heinemann, 1955) stresses 
that there is not just one objective for a company. To search for this is rather 
hke the vain quest for the philosophers’ stone, which turns lead into gold. 
There are many objectives, and these should be expressed to cover every key 
area of the company. In this he differs from Argenti {Corporate Planning, A 
Practical Guide) who beUeves that there is only one objective and this is 
profits, defined to a formula which includes both growth and return to 
shareholders. 

My interpretation is that “objectives” is a generic term, which embraces a 
fairly wide range of targets of various types. I hold profits to be a key part of 
this family of objectives. Figure 6 provides an illustration of objectives seen in 
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this context, and it will be noticed that besides the different types, there are 
varying levels of objective. This means that the concept can be taken into 
every area of the company, and can be used as a method of motivation and 
control. 

Before the components of Fig. 6 are discussed in detail, some attention 
should be paid to constraints. These are things that for moral or ethical 
grounds the company will not do, despite the fact that to do them would put 
the company a long way towards the achievement of its objectives. In this, I 
do not include the patently illegal, and make the assumption that all 
companies are attempting to act within the law: at least no chief executive 
sensible enough to attempt corporate planning would leave written evidence 
of his intention to break the law! Constraints should be written, because it is 
just as important for all managers to be fully aware of the things they may 
not do, as it is for them to know the target for which they are aiming. One 
constraint which some companies have been known to practise is the refusal 
to borrow money: this naturally affects their capacity to earn profits. 

Primary Objective 

The first component of the family of objectives is the profit target, or 
primary objective. Profit must be the prime motivation for all companies, 
except those who are formed as a charity or similar purpose. Many managers 
will argue that their objective is to maximise profits. The only problems with 
this definition are that nobody knows what it really means, and there is no 
method of telling when it has been achieved. In most cases it also happens to 
be untrue: no company is prepared to do anything for profit—for example, 
some companies may hold that profits connected with the betting industry 
are immoral, and few would now insist on working their employees into a 
state of complete physical and mental exhaustion. In dealings with their 
customers, most companies are likely to argue that they must act in such a 
way that the customer is likely to repeat purchases in the future, as they are 
not looking for high profits that end with the first order, but a source of 
profits stretching out to some future time horizon. So the definition that 
“our objective is to maximise profits over the long term” is coined. 

Unfortunately, this too is meaningless. 

Some companies express their target in terms of a return on investment 
ratio. Unless this is linked to a specific figure of required profits this is a poor 
objective. R.O.I. can be maintained while profits shrink, if capital is reduced 
by the reduction of debtors or inventories, or by the normal process of 
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depreciation. A shrinking target is hardly likely to appeal to the owners of the 
business! 

Return on investment itself can be a mixture of numerous items. Assets 
may be in the books at various values: at original purchase price, at a 
revaluation, or depreciated. What the accountants call goodwill-when the 
acquisition of a business costs more than the value of its assets-may or may 
not have been written off. I do not believe that this renders the concept of 
return on investment meaningless, provided the company sets itself a series of 
house rules to work to. This means that the capital employed figures may 
differ from those in the books: for instance, I think there is a good argument 
for not writing off goodwill in the management control figures. Having set its 
rules, the company has one of the parameters of its profit target. 

In fact this parameter should be defined and expressed in two ways. From 
the management viewpoint, return on capital employed provides a criteria of 
effectiveness. The shareholder is more interested in a return on equity capital, 
and this must also be taken into account. Return on shareholders’ capital 
could drop because of a change in gearing, even though profits were rising: 
this would affect the dividend earnings per share, which in turn could cause 
changes in stock market prices. 

The second element of the target is a rate of profit growth, on a defined 
base. So the target might be expressed in terms Hke these: 

The target for the next 5 years is an annual growth of after tax profits of 5%, 
provided that a minimum return on capital employed of 10% is maintained. 


This shows the sort of target that can be established, but we still have to 
think about the things a company might consider to arrive at these figures. 
Whatever target is set has to satisfy the people who own the business. So one 
guide-hne that should be taken is the return and growth rate which the 
company has achieved in previous years. This provides a base Hne. Now if this 
is below the performance of other similar companies—and we must accept 
that it is difficult to find exactly comparable data, so any results will be 
approximate—the chief executive may feel that he is setting his sights too 
low, and may upgrade his target. The chief executive may decide that even 
this improved target is not good enough, and that he must increase above this. 
Whatever target he sets, he will want to review it in the light of the corporate 
appraisal, to make sure that it is neither below nor above the capacity of the 
firm. 
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One thing he can never do with impunity is to set targets which reflect a 
worsening of performance. Shareholders do not like to take cuts in their 
dividend! 

In recent years the use of a profit objective expressed in growth in earnings 
per share has found considerable favour. This has the advantage of relating 
profits to the shareholders’ stake in the company. It could lead to financial 
policies based on loan finance rather than risking reducing the earnings per 
share by increasing the number of shares. Overall it is a good measure. 

The company profit target must eventually be broken down into targets 
for each division (or subsidiary) of the company, and for each profit centre. 
The chief executive should not make the mistake of setting the same growth 
and return on capital employed targets for each division. One area of the 
company may yield a 30% R.O.I., another may struggle to make 10%. One 
may have fast growth profits: another may be in a mature market. These 
varying returns may reflect the differing degrees of risk attached to each 
business area. It may be very wise to have a low yielding sector of the 
company, which can be guaranteed to turn in a certain level of profits, and 
seeking to achieve the total company target through a balance with high 
yield, but higher risk, projects. But this is moving into the realms of strategy. 

Profit centre targets are probably best set by the division controlling them. 
It may be that only yearly targets are required at this level. It is also possible 
that a further modification of the R.O.I. concept is desirable. For example, a 
company might operate three shops of identical size, yielding about the same 
profit. If one was purchased in 1930, another in 1968, and the third is rented, 
there will be a completely different capital employed structure. It would be 
necessary for the manager of the 1968 shop to be four or five times as 
efficient as the other managers, in order to obtain the same R.O.I. What may 
be a better motivating target is one which is adjusted for these diffe¬ 
rences—perhaps all buildings valued on a 1968 basis (including the rented 
one), and earning adjusted by a rent/depreciation factor. The reasoning is not, 
of course, to make the task of the manager of the 1968 shop easier—he must 
still yield an R.O.I. acceptable to the company! It is to upgrade the targets of 
the other managers in a fair way. Inflation accounting would go a long way in 
helping to set these targets. 

These specified profit targets at company and intra-company levels are an 
essential part of any system of objectives. They are not in the least vague, and 
are measurable. 

Concentration on profit to the exclusion of all other factors is likely to be 
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harmful to the company, and there are other objectives of at least equal 
importance. 


Secondary Objectives 

The next group of objectives (for want of a better description) may be 
termed secondary objectives. This is not to suggest that they are inferior or in 
any way less important than the profit target. Both concepts are required if 
the company’s system of objectives is to be a truly motivating force. 

At the total company level the secondary objective is a description of the 
nature of the company’s business (the term “mission” is used in some books). 
First the question “What is my business?” should be asked. (This is 
established in the corporate appraisal, although a preliminary definition can 
be made beforehand.) This is not the objective, which is revealed by the 
answer to the next important question to be asked “What should my business 
be?” 

This particular concept is, therefore, the definition in as concise a way as 
possible of the type of company the chief executive intends to have at some 
future date. 

Those who criticise this approach argue that a definition such as this really 
falls into the realm of corporate strategy. There is truth in this, but there is a 
counter argument. Firstly, it does not matter anyway if the concept does 
trespass a little, because none of the steps in the planning process are 
completely isolated from the others, and indeed, each overlaps every other 
one to a certain extent. 

The second argument is even more powerful. There is a concept of what a 
company should be in the minds of every chief executive, regardless of his 
strategy. For example, there is a very real difference in corporate purpose 
between a conglomerate company which is willing to make an investment in 
any field, provided it is profitable, and a company operating in one or two 
industries which would never consider moving into a new area. It may be that 
the day will come when the second company will have to change its 
objectives, but this in itself is not wrong. There is a similarity with the 
objectives of a person as he matures. As he gains in experience and education, 
as he obtains family and other responsibilities, so his concept of his ultimate 
aims changes. So it is with a company. There is no reason to expect any 
targets set today to be the right ones for the next hundred years-and this 
applies to the profit targets as well. 
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Of course it is important for an objective to be stated in terms that lead 
the company in the right direction. Too narrow a defmition can be 
stilting—the wrong map grid reference mentioned earlier. A company 
supplying coal might put itself in a straight-jacket if it saw its business as 
simply the “supply of coal to households”. A broader defmition “The 
corporate objective is the marketing and distribution of home fuel 
requirements” might help the chief executive to see opportunities in the sale 
of paraffin or domestic fuel oil—or of marketing his fuel through 
untraditional channels, such as the pre-packed solid fuel now passing through 
greengrocers. 

This looks very obvious, and the immediate reaction might be that the coal 
merchant might see this as his business without being so specific. There are 
many examples where management within narrow Hmits of vision has lost 
many opportunities to a company. For many years the railway undertakings 
saw themselves simply as being enterprises engaged in the running of trains, 
rather than in the physical distribution business. Some shipping companies 
might now consider that they are as much in the hotel and entertainment 
business (luxury cruises, for example), as in the activity of transporting goods 
and passengers from A to B. Perhaps some grocery wholesalers who once had 
a conception of themselves as warehouse operators, transporters, and sellers 
to retailers, now consider their main task is to help retailers who deal with 
them to make a profit. This must be one driving force in the voluntary chain 
movement. 

This sort of objective can be used as a motivating agent, to help 
management to see the opportunities, and to stretch their vision. Once people 
are thinking on the right lines it becomes less easy to overlook the obvious. 
Many of the improvements in the way a particular company is run are so 
often obvious-but only after they are pointed out. 

Other types of objective should also be set, to cover each of the key 
sectors of total company performance. A small family of secondary objectives 
will be formed. Examples of other areas where further definition may be 
required are in relations with company personnel, with government, perhaps 
even to such items as the type of corporate image the chief executive intends 
his company to have. 

These statements should be as specific as possible (quantification is a good 
rule to follow, and even the objective for the corporate image can be 
quantified), and above all they must be true statements of intent. If the 
company does not consider any particular aspect important, it should not 
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frame an objective to cover it. The example above of relations with 
government is a case in point. Some companies hold to the principle of being 
“good citizens” of every country in which they operate. This poHcy can have 
a far-reach effect on their operations. That great American giant Union 
Carbide takes relations with government so seriously that it has set up a 
special department to foster contact and co-operation. Other companies have 
no such policy, and may feel that they do not wish to obtain any particular 
relationship with government—only to stay within the letter of the law. 

The modern tendency is for companies to acknowledge that they have 
a plurality of “stakeholders”, employees, shareholders, the community, 
customers and suppliers all of whom have expectations from the company. 
Objectives need to be defined in each area. The shareholders are no longer the 
only important influence on the aims and behaviour of the firm. 

The concept of secondary objectives goes further. Once the total company 
objectives are set it is desirable to examine the purpose of each subsidiary 
company or department, and to set objectives in a similar way for each of 
these. A company organised on simple lines, as in Fig. 8, might have one level 
of such objectives to cover each of the functions in the second level of 
management. 


Fig. 8. Company organised on simple lines 


Chief Executive 


Marketing Production Finance 


A more complex company, as in Fig. 9, could well have one level of 
objectives for each division or subsidiary which are similar in scope to the 
overall corporate objectives, and to which the same principles apply, and a 
further level, similar to those of the “simple” company, for each function 
within the divisions. 
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Fig. 9. Company organised on more complex lines 
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Many of these objectives do fall right under the heading of strategy, since 
they can only be determined in areas of the strategic decisions. 

Goals 

The objectives discussed so far are all long term. The next family of 
objectives, goals, stretches over the whole time span of the planning period 
and is related to a stated date within that time span. 

Goals are quantified objectives that provide a unit of measurement, from 
which the chief executive can confirm that his strategies have been carried 
out. This means that they can only be set strategy has been decided. 
They are, therefore, a very different type of objective from the profit target 
which is determined before strategy is formulated. It is important to 
understand this difference. The primary objective, and certain of the 
secondary ones, are the map grid references that show the corporate target: 
the goals are the landmarks and milestones which mark the selected path the 
company is to take to reach the reference point. There is a simile with an 
explorer who knows where he wants to get to, and has the choice of several 
alternative routes that will take him there (just as the company has the choice 
of various strategies), one of which is better than the others. He will want to 
make sure that he is on the right track and will identify landmarks that he has 
to pass by a certain time: on day two he should have reached a range of 
mountains, by day three he must cross a wide river, day eight will see him on 
the edge of a desert which will take him 2 days to cross. In a similar way the 
company will have to predetermine the points it should pass by various key 
dates. 

What form should these corporate landmarks take? The principle is that 
there should be quantitative targets for every important part of company 
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operations. There should be as many goals as it is practical to develop. The 
only constraint is that it must be possible to measure results so that progress 
can be judged. There is little point in putting a number to something that the 
company either has no intention of measuring (or finds impossible to 
measure). The preferred targets are those against which results can be 
measured as a matter of routine from the company’s information sources, 
whether these be accounting, marketing research, or personnel records: goals 
which require a special exercise in order that results can be compared can be 
worthwhile, if the costs of the exercise are not too high relative to the benefits. 

So a goal might be: 

* A percentage share of a defined market (or segment of market). 

* A ratio such as return on sales. 

* An absolute figure for sales. 

* A minimum figure for customer complaints. 

* A maximum figure for hours lost in industrial disputes. 

* An accounting figure such as a liquidity ratio. 

* Employment figures. 

* Number of resignations as a percentage of total employees (the idea 
being to keep below this figure). 

* The ratio of training grant to be obtained against contributions to an 
industrial training board. 

* A value for operational profit improvement. 

Another type of goal is a time-table. What so often happens when a plan is 
written is that there are missing pieces of information: a strategy may have to 
be evaluated in a test market; a special study may be needed of the benefits 
of relocating a plant: the list is endless, because the process of planning forces 
managers to find these gaps in their knowledge. In this type of problem, the 
goal would be the date by which the missing data are to be obtained, and the 
name of the person charged with carrying out the task. It goes without saying 
that results can be easily measured. 

All of these goals can be expressed for different time periods. The 
time-tables are self-extinguishing: a market share goal might be expressed as a 
permanent target, or there could be a different target for every year of the 
plan. And goals can be established at both the total company level and for 
subsidiaries, departments and divisions. 

What emerges is a network of targets of varying degrees of importance 






OBJECTIVES, GOALS AND STANDARDS OF PERFORMANCE 45 

which with the profit targets form a model of the company over the time 
span of the plan. 

Standards of Performance 

Over a shorter period, say for the first year of the plan and related to the 
more detailed annual plan and budgetary control system, it is possible to 
develop a concept of personal standards to measure the performance of the 
lower management levels, and certain other employees such as salesmen. The 
system described here has certain similarities with “management by 
objectives”, but is not as comprehensive, nor does it require the participation 
of all of the people for whom standards are being set. If a more detailed 
system of standards is required, this can be found in Humble’s Improving 
Business Results (McGraw Hill, 1968) which explains the concept of 
management by objectives. In my opinion the system of profit targets, 
secondary objectives and goals is fully compatible with Humble’s method. 

Standards of performance are really a logical development from the 
concept of goals. They can be used as a method of motivating a wide range of 
employees who are not directly responsible for the achievement of the goals, 
but whose personal performance will influence the company’s success or 
failure. Not only do they motivate, but they provide a management tool 
which can be used to judge the success or failure of a person in his job. They 
provide an early warning system for when things are going wrong, and they 
can spotlight the area in which the failure is occurring. Standards can be set 
for much shorter intervals of time than goals: there may, for example, be a 
monthly standard. 

As with goals, performance standards must be for something which the 
company intends to measure, and which it can in fact measure. The standards 
can be established for any sector of the company, and should be set for the 
key areas. 

They make most sense when they are directly related to the annual plan of 
a cost centre or profit centre. At this level it is possible to calculate the 
standards so that the contribution of each to the budget of the centre is taken 
into account. For example, for a salesman the following types of standards 
might be set which, in the judgement of the manager of the profit centre, 
must be fulfilled if the centre is to achieve its planned results: 

* Total sales required. 

* Sales standard for particular products. 
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* Number of new customers to be obtained. 

* Customer call frequency. 

* Minimum sales level to which small customers are to be upgraded. 

* Maximum number of customer complaints. 

* An average cost per customer call. 

For a warehouse manager it might be possible to set for the operations 
under his control: 

* Maximum number of hours overtime to be worked. 

* Man-hour standards for various tasks. 

* Standards for maximum amount of wastage or breakage. 

* A standard for stock loss. 

* Cost standards for various sections of his operation. 

* Maximum number of employees on strength at any one time. 

* Weight tolerance for repacking and packing operations. 

* Frequency scales are to be checked. 

It is important to make standards realistic. If the business has a seasonal 
pattern, the standards set must follow that pattern. For example, in the 
motor car spares business there is a peak sales period in summer and a small 
peak around Christmas. It would be sensible for sales performance standards 
to be constructed to this pattern (as indeed the monthly budget should): 
simple division of annual sales by twelve would produce no worthwhile 
standards. 

It is, of course, a prerequisite that job descriptions are issued in writing to 
those persons who are set standards of performance. They must be in no 
confusion over what their duties are. 

Total Concept of Objectives 

This total concept of objectives is a comprehensive and meaningful one. It 
is a little untidy in that some types of objectives are decided very early in the 
planning process, while others only fall into place as plans are completed. The 
merit of it is that all the parts do fall into place, and that there is a 
relationship between the standard of performance set a salesman and the total 
corporate profit target. It is right that this connection should be emphasized, 
because if the salesman (or personnel man, or production supervisor, or any 
other such person) does not do his job properly, the chances of reaching the 
profit target may be reduced. 
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The total concept also has the merit of answering the criticisms of other 
types of objective which have been raised at various points in this chapter. It 
is a flexible system. Above all, it gives all levels of management a means of 
control, which is so important in making sure that all planning does lead to 
meaningful action. 








CHAPTER 4 


THE CORPORATE APPRAISAL 


Because corporate planning is a relatively new subject-and one which has 
fired the imagination of managers of all types—there has been a tendency for 
much of the published material to concentrate on the most exciting aspect of 
planning activity. The assessment of company strengths and weaknesses is 
rarely given any treatment in depth, and this has led to the neglect of this 
vital step in the planning process by many companies installing their first 
planning system. 

Many managers tend to equate corporate planning with the rather more 
romantic elements of long-range strategy: acquisitions, mergers, and major 
capital expenditure projects. But before strategy reaches this stage there is a 
good deal of hard work to be undertaken—at the end of which it may be 
decided that the company’s path to greater profits may lie in improving 
present operations, rather than embarking on something new. This chapter is 
about some of that hard work. 

Good long-range planning begins with the present, with an objective 
analysis of a company’s strengths and weaknesses, and with decisions on the 
action that should be taken to correct those factors which inhibit the 
company’s long-term profitability. This stage might well be called establishing 
the corporate identity, for only by fully defining the factors that make up the 
company can the planner assist in setting it on the best path. 

Perhaps this can be compared with the task of a career counsellor. It is 
relatively easy to make a list of jobs available to a young man or woman, just 
as it is simple to produce a superficial list of investment opportunities open to 
a company. With the career counsellor the real skill comes in taking stock of 
each applicant, examining his qualifications, his personality and tempera¬ 
ment, defining the areas in which some sort of further development may be 
required (for example, training), and matching these characteristics and the 
applicant’s aspirations against the various options open to him. There are 

48 










THE CORPORATE APPRAISAL 


49 


well-established techniques that can be used to find out most of what needs 
to be known about a person. Digging deep into the psyche of a company is a 
more complex operation, but no less important. Failure by the company in 
this area can be as stunting to future development in the corporate sense as 
can the misplacement of a school-leaver in the personal sense. 

But how can a company set about establishing its corporate identity? What 
should it seek to find out about itself? 

Every chief executive has some idea of what his company is best at, and 
what it is worst at. Unless he has devoted special efforts to this problem, it is 
likely that he will not know as much as he thinks he does. The larger the 
organisation, the harder it becomes to know everything, and even in the 
smallest company, unless a formal analysis has been made of each area, the 
chances are that some things the company does will be the result of history 
rather than a decision that these things are right. The basic questions that 
should be asked are: 

What are we doing now? 

Why are we doing that? 

Are there any alternative ways? 

Should we be using these? 

The study should lead to action. Immediate benefits can come from profit 
improvement schemes that will be suggested by the study—and it is well 
known that improvements frequently yield a higher return on investment 
than the best capital projects. Identification of weaknesses—which may be 
serious limiting factors to the company’s long-range plans-is the first step 
towards their removal. Obviously not all weaknesses are correctable, and 
there are some that every company has to live with—but knowledge of these 
means that the company can avoid decisions which put strain on areas that 
cannot withstand it. Some weaknesses can only be removed over a period of 
time—ways of doing this should be built into the long-range plan. 

A corollary is that the company will also identify its strong areas. The 
object of this is not to flatter management ego, but to show some of the areas 
on which the company should concentrate its future efforts. Building on 
corporate strengths may be something of a hackneyed phrase, but it is one 
which has a lot of truth in it. 

As a by-product of the study, opportunities may be identified for future 
expansion and development that would othervdse not have become apparent. 

The basic aim of long-range planning must be to increase profits. The chief 
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Fig. 10. The appraisal of the company’s strengths and weaknesses. 


executive who begins his planning with this sort of study is more likely to 
achieve greater success than his competitor who develops his plans in a 
vacuum. 

How should such an evaluation be carried out? 

For ease of discussion the evaluation can be considered under two major 
headings: internal and external. In reality the two areas combine to provide a 
single answer-for instance, there may be little purpose in making production 
changes to a product unless it has market acceptance. 


Internal Elements 

Perhaps the best place to start with is the identification of the profit 
contribution of each area. What percentage of profits comes from where? The 
study should be made first by profit centres and then broken down by 
product. Of course, many companies will have these data as part of the normal 
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management information system-although the remarks later in this chapter 
about the basis of cost allocation may be relevant. Having identified the 
profit strength of each product, it is wise to study past trends and internal 
opinions about the future prospects of each product. If, for example, the 
major contributors show signs of slipping, this should be known. By this stage 
the company should have an opinion of its present and future “bread¬ 
winners”. 

The next step is very important. This is to examine the allocation of 
resources between products: not only resources of money and plant, but also 
the perhaps scarcer resources of management talent and technical skills. What 
so often happens is that a decUning product area is given to the best people to 
manage “to put it on its feet”, when potentially more rewarding areas are not 
fully exploited because they are left to the second and third grades of 
management talent. This sort of analysis may show that R & D effort is 
misplaced. One so often sees in a company a prestige division which gets aU 
the plums of personnel and finance because of its past glories, while other 
divisions with far greater potential have to take second place. The sort of 
decision that should come out of this analysis is where to change the 
emphasis. The wise investigator will also wish to examine the risks attached to 
each product. For instance: 


* How much dependence is there on one suppher for each type of raw 
material? 

* How much dependence is there on one or two customers for most of 
sales? 

* What happens to the product if one key person leaves (e.g. a designer in 
a fashion clothing business)? 


Many companies take pride in their wide product range. The size of this is 
a fertile field for study since every additional product brings increases to 
inventories, clerical costs, and frequently to production costs. It is well 
worthwhile considering the savings that can take place from a reduction in 
the range. Expressing these potential savings in money terms gives an 
incentive to take action. In this analysis every pack should be considered as a 
product. The aim should be to remove all products with inadequate 
contribution (or potential) to profits, and to reduce the other products 
offered by making one do the work of several. 
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Profit 



Example A Delivery costs allocated as 2^% of sales 



Customers 150 100 80 50 60 40 30 30 25 10 

Example B Delivery costs allocated at average call rate (£0O914/cail) 

Both charts show contribution to delivery costs and profit 

Note. Actual costs will not fit either pattern, although Example B is more accurate 
than Example A, A time study would show that the cost of delivering 10 
units is more than the cost of delivering 1 unit—but perhaps only twice as much. 
More important, actual cost would fluctuate round the norm for each group, 
because of distances and other customer differences. 

Implications for policy are that many customers in the lower ranges wilt be 
served at a loss. 
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Example C Number of customers and actual cost of serving 
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Note. Actual average cost of serving each of the 150 customers in 
the over 1 but under 2 units" category is £0 0875 per cafl. 


Fig. 11. The realistic allocation of costs. 


In all the steps outlined so far, the cost added to the product by the 
business is of vital importance. In many cases the apportionment of costs 
between products is on some form of allocation basis. Now it is worthwhile 
studying the basis of allocation since although suitable for many purposes it 
may be inadequate for this study. Many allocations assume that costs f^ll in a 
normal distribution; for example, that invoicing costs are a fixed percentage 
for all products. Inventories may be treated on the same basis. If costs are 
reallocated on the basis of actual transactions two things may become 
apparent: 

* a skewed distribution between products; 

* a skewed distribution between different customers. 
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An example may make this clearer (Fig. 11). A firm offering a lorry sales 
service is likely to express its sales/delivery costs as a percentage of the sales 
value—say 5%. The assumption is made that every £1 of sales bears the same 
percentage of cost—in other words that a normal distribution applies. In fact, 
everybody really knows that it costs less per unit to sell one customer 100 
units than to sell 100 customers one unit each. In addition everybody knows 
that it takes more time and effort to reach a customer 10 miles away than 
one who is only 1 mile away. In other words costs do not fall in a normal 
distribution. Yet few companies organise their cost data so that they can 
make any decisions on this basis. The sort of decisions that have been made 
by companies applying this sort of analysis are: 

* removal of service from many very small customers by a national 
distribution concern—resulting in a 20% cut in lorry fleet size, no loss 
of turnover because of the ability to concentrate efforts on a smaller 
area, and a substantial increase in profits; 

* the charging of a minimum price of £5 per order by an electronics 
company, forcing small customers to wholesalers; 

* charging small orders at a considerably higher rate by a quarrying 
company to take account of the extra costs incurred. 

So far most of the discussion has been about the company’s products. 
Some attention should be given to resources. Firstly, an assessment should be 
made of the company’s production facilities. Are they efficient? Is there 
surplus capacity? Is there room for expansion? Can two plants be rationalised 
under one roof? The list of questions can be increased. 

One thing every company is likely to know is its cash-flow position and its 
ability to raise money. At this stage a rough forecast of cash resources should 
be made, to give the company some guide-line along which to develop future 
strategies. If money is going to be a problem, the company s freedom of 
choice may be restricted. In such circumstances it may be important for the 
company to examine its credit policies, and vital for it to find ways of 
reducing capital tied up in inventories. 

But money and plant are not the only ingredients of a successful business. 
Every company depends on people, and no company can afford to ignore 
this. The problem which is very much to the fore in many family businesses is 
top management succession. This is only one aspect, and the whole question 
of recruitment and development of people should be studied. If the company 
has difficulty in attracting the right people there must be a reason-and there 
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is Uttle hope of improvement until this reason is identified. A careful stock 
should be taken of the abihty of each key man-after all there is little point in 
launching new products if you know your marketing manager is not capable 
of making them profitable. As in all other points discussed, clear strategies 
should emerge to correct the position. Few companies can sack their total 
staff merely to replace them with better ones, and every chief executive has 
to manage with the human material he has in the company. But this does not 
mean that a bad situation has to be accepted, as positive action can be taken 
in the fields of training, recruitment, organisation and redeployment of 
people. 

The planner should also be aware of the management techniques used 
within the company, the extent of their utihsation, and the available 
techniques not at present being applied. By this I am not advocating the 
pinning of all hopes on the latest management fad, but on acceptance of the 
fact that present methods are not necessarily the best ones. 

External Elements 

The consideration of internal evidence is only half of the picture, and will 
not yield the best results unless attention is given to the world outside the 
company. Because no company can make profits without customers, the 
analysis should begin with the market-place. 

Firstly, the company should find out what market position each of its 
major products holds in the market, or more important, in each segment of 
the market. With some products, or with smaller companies, the expression of 
this position as a percentage market share may be difficult, but great 
precision is rarely needed; what is essential is a fair idea of the standing of 
each product in the market, compared with the standing of competitive 
products, together with an appreciation of the potential for growth within 
the market. The company should define why its products hold the position 
they do: what is special about them that makes people give them preference? 

Much may be learned from the sales force, although there is frequently a 
bias in data obtained from this source. A complete appreciation wiD probably 
require marketing research, and in this case should investigate the image of 
the company, as well as the market for its products. The smaller coinpany 
should not shrug off marketing research as too costly. Useful data cari often 
be obtained from desk research (a study of published data) and can be 
supplemented by qualitative research. The combination of the two, which 
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need not be expensive, may give the insight needed without incurring the cost 
of major surveys. The channels of distribution should be included in the 
study, for it should be remembered that the channels used by the company 
will in many cases not be the only ones possible. 

The company should be sure that it understands its markets: that it knows 
what the consumer requires and whether this requirement is being satisfied. 

Naturally, competitive activity should also be studied, and an attempt 
should be made to define the strengths and weaknesses of each competitor. 
The danger here is lack of objectivity by those carrying out the study, for it is 
too easy to under-estimate the competition, and a manager’s knowledge of 
competitors can never be as perfect as his knowledge of his own operations. 

Potential competition from new entrants to the industry should be 
considered. An industry which requires Uttle capital or technical knowledge is 
always more vulnerable than one which is more difficult to enter. In this 
particular part of the investigation it is the degree of risk that has to be 
assessed. 

One area of competition that is most important and most difficult to 
study is that coming from outside the traditional industry. The company 
must assess the vulnerability of its main products to substitutes, since unless 
it does this it may one day find itself in grave difficulties. It is significant that 
so many substitutes are developed by other industries—in the past we have 
seen plastic take over much from paper, cement roof tiles replace clay tiles, 
and synthetic fibres attacking the province of natural fibres. The process will 
continue, since it is part of a developing technology, and if I were in the 
textile industry I would be taking an interest in the new process announced 
by a chemical company to make the industry obsolete. Similarly the 
development of the electric car from sources outside the present motor 
industry is likely to affect vehicle manufacturers, the vehicle distribution 
trade, and service stations. There is no easy solution. Each company must 
keep continuously aware of new developments and must always look out for 
this sort of opportunity from its own research work and from its studies of 
consumer need. In my opinion the acceptance that things can change, and the 
freeing of the thou^ts of those in the company to deliberately seek this 
change, is half the battle. At this stage in planning the company is attempting 
to establish the status quo, for this is the first step to meeting change as an 
opportimity rather than as a threat. 

Effectively this is one aspect of examining the impact of technological 
change on the business. Equally important is the way in which process 
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changes can affect manufacturing methods, economics and the use of raw 
materials. Materials, too, can also be affected by substitution. 

Every company is affected by the economies of the countries in which it 
operates, but not all companies mirror the ups and downs of the trade cycle. 
Inflation is a major change agent, because it consists of composite factors 
which affect social behaviour, markets, costs and competitive position, and 
has a profound effect on cash flow. Exchange fluctuations may be critical. 

The effect of economic changes in the company must be identified, since 
without this it is difficult to assess the vulnerability of future profits. No 
companies have the individual power to make major changes to the course of 
the economy (except possibly in under-developed countries), but all can alter 
their own balance of risks by diversification of product or geographical area. 

Economic change in recent times has probably had a greater impact on 
business than technological change. Of even greater significance are social 
factors, which are closely linked to political and legal issues. Social values and 
expectations have changed dramatically since the Second World War, and 
continue to change. Not only does this alter the business environment in 
which the organisation operates, but it also modifies markets and creates new 
problems of the management of people. In the sphere of industrial relations it 
is clear that management faces the task of balancing a “plural society”. An 
organisation is not made up of people united in aims, ambitions and values 
who can be exhorted to play the game. The way in which different pressures 
outside the company are likely to develop and affect the behaviour of its 
employees is a critical area for study. 

The performance of other companies in the same industry should be 
studied. The lucky firms (in the U.K.) will be able to participate in a study by 
the Centre for Interfirm Comparisons: others will have to rely on the 
published accounts and public announcements of competitors. As with the 
other points discussed, the objective is to assess the reason for variances—not 
just to establish that they exist. 

Also of vital interest is an assessment of the company’s vulnerability to 
take-over. To make this, the investigator should look at its own record, 
financial policies and balance sheet, against the background of activity in the 
market. Of course if the company wants to be acquired, it may develop a 
strategy that makes it more attractive to the roving eye of the hunter. 

The Combination of Elements 

As listed above, the elements to be examined suggest a chain relationship, 
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with item neatly following item. Of course reality is not like this at all, and 
the key elements—and there are others which have not been discussed—have a 
sort of spider’s web relationship, with a tangle of crossed lines but all with a 
central theme leading to a focal point: the uncovering of the corporate 
identity. 


Fig. 12. Example: One method of summarising company strengths and weaknesses. 
Part 1: Weaknesses/Limiting Factors 

1. Management Immediate Strategic Implications 


(a) Chief executive aged 65, no 
obvious successor. 

(b) Weak middle management. 


(c) Marketing manager incapable of 
handling any expansion. 

2. Marketing 

(a) 80 per cent of profits emanate from 
product A, market declining at 5 
per cent p.a., market share constant. 

(b) 25 products contribute no profit 
and have no potential. 


(a) Recruitment, merger, or sale of busmess. 

(b) Recruitment, training. (Position can be 
improved but some weakness will remain 
for 5 years). 

(c) A serious block. Solve by organisation 
change or replacement. 


(a) (i) Reduce dependence. 

(u) Changed market strategy to improve 
performance. 

(iii) Cost reduction to improve position- 
in troduce value analysis. 

(b) Cease production, re-deploy resources. 


Part 2: Strengths 

1. People 

(a) A high level of technical expertise in production departments. 

2. Marketing 

(a) Strong image among consumers, particularly for quality, performance and after¬ 
sales service. 

(b) Five established brand names. 

3. Finance 

(a) £500,000 available for expansion from own resources. Up to £2 m loan capital 
can be raised without difficulty. 


Note. All statements would be supported in the Report. 


With the data obtained, it will be possible to write down a series of factual 
statements about the company, together with the strategic implications. How 
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these statements are formulated depends on the complexity of the 
company-and the personal approach of the investigator. (An example is 
given in Fig. 12.) It is important that they be written, since in most 
companies there are likely to be areas of dispute (in fact it is almost possible 
to say dogmatically that if everyone agrees with the report, the job has not 
been done properly), and emotions will be involved. It is much easier to make 
an objective decision if all the evidence is fully documented. 

The reports may not always be pleasant. Few people enjoy trying to 
convince their chief executive that an area of the company which is dear to 
his heart should be closed down, or of similar unpopular measures. But this 
sort of study must be approached with integrity, for without a genuine 
attempt at honest appraisal the whole exercise may become a meaningless 
gesture. 

Also important is the consideration of alternative strategies to build on 
what is discovered. There is little point in deciding that the bottom is about 
to drop out of your market, and then sitting back and watching it happen. 
There are no rewards for prophets. 

The final report should show clearly the strong and weak points of the 
company, ft should assess the vulnerability of the company to likely changes 
in the environment, and should establish what I like to call the company’s 
“risk balance” (which put simply is the number of baskets the company has 
to keep its eggs in!). It is at this point that the company is ready to think 
seriously about its future profit targets, and the ways in which it will reach 
them. 

This sort of evaluation is complex, but not too difficult to be completed 
by any competent executive. If the company has a corporate planner he 
should play a major part: indeed, in my opinion, the planner who does not 
attempt to define the company’s strengths and weaknesses is not doing his 
job properly. I would recommend that a team approach be used, with people 
from line functions working with the planner. This goes to make for a greater 
involvement of operating management, and removes the feeling of imposition 
that may come from a purely staff investigation. In my view, this team-work 
approach should be used for other planning problems, as it acts against what I 
regard as a dangerous tendency to large planning departments. The fewer the 
staff people engaged in planning, the larger the contribution that line 
management will have to make—and this is where planning really belongs. 

Some companies may feel that this sort of study is best tackled by 
consultants. This can, of course, help to ensure greater objectivity, but I 
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would regard it as an optional method of approach, and by no means 
essential. It is probably more likely to be advisable when a corporate planner 
is appointed from within the organisation. 

What has been discussed in this chapter is nothing more than a function of 
good management, and many may feel a defensive pride in their own way of 
running the company. Some companies may indeed already have much of the 
information available in different parts of the company. What is so often 
lacking is the drawing of all important data together to present the complete 
picture. The management casebooks are littered with the testimony of 
companies that found that they did not have as perfect a knowledge of 
themselves as they once thought. 

Of course this sort of analysis is not restricted to companies that practise 
long-range planning. But the company that does it will suddenly realise that it 
is half-way to knowing what long-range planning is all about-the way to 
better profits. 







CHAPTER 5 


RISK AND UNCERTAINTY 


One of the objects of corporate long-range planning is the reduction of risk: 
not the removal of risk, since this is impossible because the future will always 
be uncertain and will always contain elements of the unknown and the 
unforeseeable. But any reduction of the odds against a company is 
worthwhile, if achieved at reasonable cost. 

The fact that a company is giving thought to its future, and is attempting 
to plan, will by itself remove some degrees of risk. The good planner can help 
his company to project a few rays of light into the darkness of time to come 
and these will show up some of the pitfaUs and obstacles-and, hopefully, wiU 
reflect on some of the opportunities—that lie in the company’s path. 

The formal planning process includes many ways of progressively defining, 
measuring and reducing risk, and this chapter is about some of those 
methods. The chapter is particularly appUcable to the small to medium 
company, who may wish to use methods that do not involve the development 
of computer models. Most of the steps described are, of course, basic to all 
companies, whatever their size, and no matter how sophisticated their 
techniques of analysis. 

Much of the chapter is about making assumptions on which to base plans, 
and using these assumptions to deal with this problem of risk. A brief look 
will be taken at company strategy and its relation to an uncertain future. 


Assumptions 

Every company that sets out to do long-range planning soon discovers that 
there are numerous items of information missing in its knowledge of things 
which affect its future. Few people claim to be able to operate a crystal ball, 
and at first sight the lack of a clairvoyant on the staff may make the task of 
planning appear impossible. How can the company, for example, know what 
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Vital profit-reducing action will be taken by government, when even the 
government may not know? Every year, for which the planning horizon is 
extended, brings its own increase in uncertainty. 

The situation need not be as chaotic as it seems, for assumptions can be 
substituted for the missing elements of knowledge. This means that plans can 
be based on a logical structure. But good assumptions can do more than make 
planning possible; they can assist in the assessment of some of the risks the 
company faces, and in many cases can lead to actions that would reduce or 
remove that risk. 

An assumption may be defined as a statement of opinion about the 
occurrence of an event which is outside the control of the planner. This 
statement is treated as fact during the development of plans, although the 
judgement element must never be overlooked. 

Assumptions are necessary for both strategic and operating plans. The 
definitions of these terms are worth re-stressing. To me the strategic plan is 
the master plan of the company, which sets the objectives and targets, and 
the broad means by which they will be achieved. An operational plan, on the 
other hand, is made by an existing section of the company within fire 
framework set by the strategic plan; it shows how the department or division 
concerned intends to meet the goals set by the strategic plan. 

Naturally all the relevant assumptions in the overall corporate strategy will 
be carried over to the detailed operational plans, but in addition an operating 
plan may have assumptions of its own. It would not be logical for the overall 
strategic plan to include the assumption that the marketing department has 
correctly calculated the financial outcome of its own plans: it would be 
correct for a production division to make such an assumption in its operating 

plan, where it has to take marketing figures as datum. 

The initial reaction on some managers to the making of assumptions is 
why should they bother, as they haven’t a hope of foretelling the future? The 
stock answer to this is that they are making assumptions even though they do 
not know it-usually that current events will continue. The tacit assumption 
is less hkely to be correct than an assumption based on a careful evaluation of 
the facts. What, of course, is the death knell for good planning is when each 
manager concerned in the planning process operates on his own set of 
assumptions and “hunches”. One value of planning is that it should 
co-ordinate the progress of the company. To do this effectively it is necessary 
for the strategic assumptions to be issued as an instruction before planning 
starts. 
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This IS not to say that opportunity should not be given to managers to 
discuss the evduations beforehand, and to play a part in making the necessary 
judgements. Once issued, the assumptions must be used, even if an individual 
manager disagrees and however violent his objections. If risk analysis is 
earned out correctly, no manager need feel aggrieved, since he gets his 
opportunity of evaluating his own bets as well as those imposed on him. 

Assumptions should not be used as an escape clause. I have come across 
operatmg plans containing statements like: 

* “We assume that our forecasts are right.” 

* “I assume that I will cut staff by 10%.” 

* “I assume that expenses have been correctly calculated.” 

This is meaningless, since these are events which are within the manager’s 
sphere of influence-for instance, if he does not know if he is going to reduce 
staff, who else does? 

Assumptions should not be blind guesses. In the initial stages of planning 
the element of guesswork might be fairly high, since the company may not 
have had time to identify the elements that really affect its business. In this 
case any definition is better than nothing since at least it becomes possible to 
assess the effect of variance. However, this is not a desirable state of affairs 
and it is possible to do much better. 

Firstly, the company should set about defining what outside events really 
do affect it. This is where a number of bogies disappear, for many things are 
not as important as might be imagined. It is too easy to blame poor 
performance on the economy, the government or the weather, and to let this 
colour one s opinions about the future: too often these are just scapegoats for 
a more serious state of affairs. Very often the factor popularly blamed by 
those inside a company for all unfavourable variances has Httle effect in 
reality. 

Part of the data required for setting planning assumptions will emerge 
from the external elements of the corporate appraisal. The study of the 
environment in which the company operates is not a once and for all exercise, 
carried out when the company engages its first planner. Instead, it should be a 
continuous process. A large part of a planner’s duties should be concerned 
with studying the external events which have a bearing on corporate activity. 
This continuous probing is a most important feature of a good planning 
system. 

The previous chapter gave some indication of the nature of environmental 
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studies, and touched on some of the methods by which data could be 
obtained. It is, of course, impossible to provide a check Ust of assumptions 
which will apply to all companies. Not only will the effect of an event vary 
between industries, but it will also differ between firms in the same industry. 
The shaky company may be forced into liquidation by a credit squeeze, 
leaving more customers to be shared out by those remaining in the industry. 

A bad English summer might affect the sale of swim-suits (or, more exactly, 
last year’s bad summer may reduce sales of this year’s swim-suits) but may 
not be serious for the firm with a large export trade. So the key assumptions 
must come out of a study of the expected effect of events on the business of 
each particular company. 

Obtaining the data on which to base environmental predictions varies from 
the simple to the difficult. 

* Some facts about the future environment are known long before they 
come into effect. Decimalisation and metrication are examples. 
Time-tables for change were established, and the probable results 
analysed in depth in numerous publications of both government 
and private enterprise. Assessment of the effect on individual 
companies may be more difficult. Another example is of changes in 
legislation, some of which will be known several years in advance. 

* Government and other bodies publish predictions from time to time. 
Some of these have a high probability of accuracy—for example, 
population forecasts for the next 5 to 10 years include a large number 
of people who are already alive: it is in the area of birth rates that the 
biggest area of potential error arises, and the shorter the time span of 
the forecast, the less important this element becomes. 

* In some cases a study of past trends from available statistical series may 
provide the best indicator of future events. The examination of weather 
records may, for example, indicate a pattern which will be repeated in 
future years. 

* Often the statistical and other background data available are insufficient 
for a reasoned assessment. Marketing research may be required to 
provide the necessary information. The need for research was discussed 
in Chapter 4, although this was particularly in relation to establishing 
the status quo. Research to provide a base for future predictions may 
call for a different approach: certainly the results would be integrated 
with data from other sources to provide a network of forecasts. What 
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happens in many companies is that when they begin planning they 
identify the need for more and more special studies of environmental 
trends. Data that have little significance to today’s profits may prove to 
be vital to estabHshing future strategies, 

* Other assessments may have to be built on a study of the background 
of events. To many companies the question of worker participation is 
of considerable importance. Assessment can only be sensibly made after 
a study of the available politicals social and economic facts^ a 
consideration of the opinions of experts in the field and a study of 
trends in other countries. 

Technological forecasting has recently become recognised as an 
important means of making predictions that will guide future planning. 
In the words of Erich Jantsch as he wrote in Science Journal (Octohei 
1967)s “Forecasting the Future”: 

Technologicai forecasting can provide information about the kinds of future 
possible. It can provide a probabilistic assessment of the 
hkehhood of each development, given the urgency with which it is desired. It is a 
way of charting the possible or alternative future. But modern technological 
forecasting is concerned with more than this. It is also carried out to influence the 
direction and pace of technologicai development. 

Predictions of future technological possibilities, often made for time 
periods well beyond the normal planning horizons, can alter the whole 
shape of a company’s long-range plans. The nature of the company’s 
activities will dictate the use to which it can put this technique .t 

The effect of the key environmental trends on the individual busine$s may 
also require the application of particular technique. The assessment may 
involve the study of past results (Did sales go up or down at the last budget?), 
marketing research (Do consumers really buy less of produce X when it 
rains?), economic research (Will consumers eat more or less of product Y if 
their income rises?), and careful judgement (What would happen if the 
company had to appoint worker directors?). 

At this stage the planner is ready to set out a concise statement of the 
planning assumptions. How will the economy change over the next 5 years? 
What is the likely course of the business cycle? Is there likely to be any 
change in government legislation in an area vital to the company? Will there 
be devaluation? How will inflation affect the company, and what will the 
various rates of inflation be? 

t Discussed in greater detail on page 103 . 
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It will be apparent that part of a planner’s task will be to collect and 
organise the data on which assumptions are to be based. This will involve 
obtaining the appropriate statistical series, analysing the company s own 
records and maintaining contact with a network of outside experts whose 
opinions might be valuable to the interpretation of the environment. TTie 
planner may not personally have to undertake all these tasks—existing 
departments of the company may assist, for there is little point in duplicating 
work. Outside agencies may be used to help in their specialist areas: for 
example, there are many firms which offer an economic forecasting service. 
(A useful world directory of these is published in The Corporate Planner’s 
Yearbook 1978-9, edited by D. E. Hussey and published by Pergamon.) 

On many occasions the defined assumption will be an opinion, but it will 
be an opinion on a logical basis, formed after careful study and therefore 
more Ukely to be correct than a mere guess. 

Ride Analysis 

These steps lead naturally to another-a form of risk analysis. If some 
probability factor can be assigned to assumptions, and if an assessment can be 
made of the financial results of variance, it becomes possible for top 
management to judge plans in a new light. Obviously there is a vast difference 
in a plan which has a 75% chance of reaching its target compared to one with 
a 90% chance. If the target is a vital one, it may be necessary to consider 
additional strategies that will bring a greater probability of hitting the figure 
required. 

When assumptions are made, a table of betting odds should be prepared 
giving the probabihty of the assumption being correct. Over a long-range plan, 
the probabihty will not be the same in each year, and the expected outcome 
may be set out in this form: 


Out of 5 years 

probability of being correct in any 



1 

2 

3 

4 

5 

Assumption 

year 

years 

years 

years 

years 

That no new competitor will enter 
the market ' 

95% 

75% 

70% 

35% 

10% 

That there will be no rail strike 
affecting the company 

75% 

50% 

30% 

25% 

5% 


The figures are for illustration only. 
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It wiU probably not be worthwhile attempting to predict which year an 
assumption will go wrong. 

The probabilities arise from the exercise that developed the assumption. 
Frequently they will be based on informed judgement and experience (and 
of course, are themselves subject to error). Sometimes they may be calculated 
from past data (for example, weather records or labour dispute records). The 
benefit of putting on the betting odds are that the company realises that its 
assumptions may not be correct. This is very important. Of course the 
company should always try to replace subjective with objective data and 
should never be satisfied with “opinion” probabilities. 

Assessment of the results of errors in assumption can provide a cash figure 
of possible profit variance. This may be favourable or unfavourable, and there 
may m fact be a scale of variances depending on the intensity of the variance. 
In my opinion, this assessment should be made by the manager concerned 
when this form of risk analysis is applied to operational plans. Computer 
models can be of assistance in improving the scope and validity of these 
assessments, although it is quite a practical proposition to operate a workable 
method of analysis without computer assistance. The sort of answer which 
might result is: 


Assumption that there will be 
average rainfall during summer. 

Effect on profits of each week 
of below average rainfall 
Effect on profits of each week 
of above average rainfall 
Total variance unlikely to 

exceed: favourable 

unfavourable 


Profit variance 


£5000 favourable 

£35,000 unfavourable 

£ 10,000 

£100,000 


Similar analyses should be developed for possible variances in 
strategy. 


the effect of 


One of the jobs of the planner will be to draw together aU the probabilities 
of occurrence, and all the risk analyses, into a composite figure, perhaps 
expressed like this: 


the plan we are virtually certain of being within £15,000 of 
planned profits, and we have a 90% probability of being within £5,000. 


Risk Reduction 


The use of assumptions does not end here, as they should also be actively 
used to reduce risk. The “practical” man may feel that the probability 
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exercise is rather academic: he should not have the same approach to risk 
reduction. 

The first method of risk reduction is the development of contingency 
plans. These can lead directly from the assumption: 

Example 1: The plan is based on the assumption that the major 
competitor will not change his marketing strategy. What are we going to 
do if we are wrong? Alternative strategies can be developed for 
advertising, promotions, etc., so that an immediate response can be 
made if the competitor does not behave as predicted. 

Example 2: An assumption is made that there will be no interruption to 
distribution through rail strike. A contingency plan can be prepared for 
the use of alternative methods of transport. 

A portfolio of alternative plans can be very valuable as a means of speeding 
response to changes in conditions (and, of course, can be extended to cover 
failures in strategy). 

The second area of risk reduction is ‘‘hedging”. In the late 1960s a 
company may have based its plans on the assumption that the U.K. would 
not enter the E.E.C. At the same time, it might have extended trading links 
with E.E.C. member countries to serve as a basis for readjustment in case of 
an error in assumptions. An assessment that supplies of an important raw 
material (on which the company depends) are not at risk, may nevertheless 
lead to a policy of increasing inventories, or of giving a proportion of business 
to another supplier, as a hedge in case the assumption is wrong. Often actions 
such as these cost nothing, and can help the company to safeguard its future 
profits. 

The third area in which risk is reduced is through the operation of an early 
warning system. If assumptions are clearly defined, and monitored on a 
regular basis, a change in circumstances will come to light at an early stage. 
The company can then re-examine its strategies and make the necessary 
adjustments to take it back to its profit targets. If it had not defmed 
assumptions, or if assumptions were not co-ordinated throughout the 
company, the effects of environmental changes might not be realised until the 
end of the accounting period. One of the aims of planning is to enable the 
company to react before it suffers from an unkind fate, and the correct use of 
planning assumptions will help this to come about. 

Obviously, the best planner in the world cannot foresee every untoward 
event that may occur. (The unprecedented 1968 floods in south-east England 
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and the coUapse of the Rowan Point multi-storey block of flats in London, 
also in 1968, are examples of unpredictable blows to those affected.) Equally 
obviously, the company that does no formal planning will react to some 
things-often it will do the right thing for the wrong reason, and often it will 
see those changes in the environment which are apparent to all. But the 
company which consistently thinks in the way described should consistently 
have a competitive advantage: in other words, it gets more correct decisions 
than it could expect from chance alone. 

Strategy 

In effect, the discussion on contingency plans covered a large part of 
nsk-reducmg actions that can be taken during the formation of company 
strategy, but it is worth spending a little time to broaden the line of thought. 

Firstly, the formal planning process insists on the consideration of 
alternative courses of action, and the course which evaluation shows to give 
the most favourable results will be selected. “Most favourable”, of course, 
must be interpreted in terms of corporate objectives and does not always 
mean the course which gives the most profit in the short term. This 
identification of other ways in which the company can achieve its 
objectives-and the same argument applies in the consideration of grand 
strategies of expansion or acquisition as it does in the various elements that 
make up a marketing plan-has several advantages. Perhaps the biggest is that 
the solution first thought of is not always the best one. In addition, as with 
the deliberate plans made in case of errors in assumption, the company has a 
portfolio of alternatives ready made in case the strategy fails. It must be 
accepted that even if all the assumptions are correct, a strategy may not be 
successful because of other factors. To my mind both of these advantages 
lead to a reduction in risk. There is just one word of warning: the alternatives 
must be genuine ones. The chief executive must be on his guard against the 
manager who makes a snap decision of what he intends to do, and then 
produces afterwards a hst of “rejected” alternatives as a means of keeping the 
chief happy. This form of corporate self delusion helps no one. 

There are a number of well-tried techniques which are of value in the 
consideration of risk in relation to strategy. Each of these can assist in 
reducing uncertainty. 

Forecasts are more useful as they improve in accuracy. It is not realistic 
to assume that forecasting will ever become a certain science, but, at 
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the same time, it can be vastly improved in many companies. A good 
rule for making a sales forecast is to do it in three stages, the total 
economy; the total market; the firm’s own sales in relation to the 
market, and the changes to these that different marketing strategies will 



Failure; Audience "lost" in hall 

Cost of wasted resources £80 


Success: Hall right size 


Success: Hall right size 


Failure: Guests turned away 
overcrowding loss of 
potential members 


Fig. 13. Decision tree for the hiring of a hall for the inaugural meedng of a new 
professional society at which an unknown number of people will attend (hypo- 
thetical data). 


cause. Statistical trends can be useful-for example, moving averages, 
semi-averages, “least squares”, trend Unes-if only so that the forecaster 
can be sure in his own mind of the reasons why his forecasts vary from 
the extrapolated trend. There is, however, no sound basis for assuming 
that market trends will follow the growth paths of prior years. 
Econometric models can bring a greater degree of sophistication to 
some forecasts, but are not within reach of all companies. For some 
types of forecasts-for example, labour tumover-a statistical 
extrapolition may provide the basis of the forecast, adjusted by the 
expected results of action planned by the company (perhaps a high 
turnover rate may lead to re-evaluation of an element of personnel 
strategy in order to achieve a lower rate). 
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Confidence limits can be placed on forecasts where the company has a 
backnm of forecasts compared with actual results. Deviations can be 
measured, and a calculation made to give statistical confidence limits. 
If, for example, a manager has never been more than 90% accurate in 
his forecasts, is there any reason to expect he will be better in future? 
Of course, if circumstances have changed drastically, past data may be 
no guide. 

* Decision trees provide a useful way of setting out compHcated 
alternatives in such a way that management can see the expected results 
of all alternatives. For instance, the alternatives facing the founders of 
the ^ciety for Long Range Planning in preparing for the inaugural 
meeting of the Society which could be attended by an unknown 
number of people might have been: 


Alternative 

Event 

Result 

Hire small hall 

Less than 100 people 
attend. 

Room just right for audience. Success. 


More than 100 people 
attend. 

Not all will be able to get in. Stigma of 
bad planning. 

Hire large hall 

Less than 100 people 
attend. 

Unnecessary expense incurred. Audience 
appears lost. Meeting a failure. 


More than 100 people 
attend. 

Room just right. Meeting a success. 


These are shown in the decision tree in Fig. 13. It is assumed that 
there is no possibility of altering this decision once made: if such 
possibilities did exist they could, of course, be incorporated in the 
diagram. In this simple example the benefits of the decision-tree 
approach are minimal—the data could easily be perceived in schedule 
form. It is not hard to visuahse the more normal problem facing 
management, with all the numerous alternative decisions that can be 
made, each extending another set of branches. Besides setting down 
simple alternatives, it is possible to quantify the results (either at 
current or discounted values) so that the benefits and costs of each 
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decision can be seen, and to show the expected probability of 
occurrence. 

* The various forms of network analysis (critical path, PERT, etc.) are of 
benefit in identifying aU the steps necessary to the implementation of a 


(a) Frequency distribution of D.C.F. rates 



Fig. 14. Risk analysis: Hypothetical project. 

decision 5 making sure that all work essential for the next stage has in 
fact been carried out in time. These methods can shorten the time 
needed to implement a course of action. 

* In an appraisal of a course of action discounted cash flow (d.c.f.)t may 
be used. Accepting that forecasts are never absolutely correct, the 

t d.c.f. is discussed in greater detail in Chapter 12. 
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{ b) Risk 1‘ha1" the rate of return 
is less than the figure stated 



Fig. 14. (cont.) 

planner should see that a number of appraisals are made to cover 
different circumstances: in addition to the expected result, there should 
be a pessimistic and an optimistic result. This focuses management 
attention on the fact that there is not one firm answer, and that the 
degree of risk-if the pessimistic result applies-may be greater than 
they are willing to accept. There is, of course, no need to restrict the 
studies to three: it might be desirable to assess the sensitivity of the 
d.c.f. rate to various changes in volume, prices, expenses, or capital 
expenditure values. 

* The sensitivity analysis has to be limited if carried out by hand, because 
of the complexity of the calculations. Using a computer, it is possible 
to develop a more detailed risk analysis by Monte Carlo techniques. 
Numerous calculations are made, each of which yields one value for 
each variable. By random selection one value for each variable is taken 
from each set of values, and used to produce a d.c.f. analysis. The 
process is repeated a large number of times so that a frequency 
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distribution of possible d.c.f. rates is built up. From this it is relatively 
easy to calculate the statistical probabiUty of each rate’s occurrence, 
and to plot these results in diagrammatic form (Fig. 14). Using this 
chart, the manager can read off the likelihood of obtaining a return 
lower than that considered acceptable. 

In addition to these specific techniques, the plaiming approach focuses 
attention on the numerous well-known risk-saving tools in common 
operation. The company that plans must develop a good management 
information system, it is Ukely to make great use of marketing research, and 
will almost certainly test new market concepts before “going national”. These 
things do not themselves spring from planning-but their need will be more 
obvious to the company which does really think about what it is setting out 
to achieve. 

Finally, the process of monitoring and controlling plans means that errors 
in strategy can be discovered at an early date and, equally important, ensures 
that managers perform the tasks to which they are comrmtted. In other 
words, risks due to neglect or non-performance are considerably reduced. 

The application of the methods discussed in this chapter can bring many 
benefits to a company. The benefits are never enough to make the chief 
executive’s job an easy one—but they can make it just that much more certain 
that he will continue to have a job to manage. 

The methods represent only a beginning to the tasks of analysing strategy. 
A more detaded study, and an introduction to some further analytical 
techniques, is the subject of the next three chapters. 
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The Strategic Task 

The company is now in the position of having identified its strengths and 
weaknesses: it is aware of the limiting factors which can be removed 
gradually, as well as those which rvill act as a constraint on its progress for 
some considerable time to come. It has defined its objectives-it now knows 
what profit it has to make over some suitable time-span. The trends in the 
environment have been assessed, and workable assumptions established on 
which the planning can be based. 

It is in a position to tackle the strategic task, determining what paths it 
will take to achieve its objectives. These paths must not only lead it to the 
profit targets it has set itself, but must ensure that the company has the 
balanced development which the chief executive considers desirable. Even if 
profits can be met from further investment in current operations, it may be 
thought that this is too risky a situation and some form of risk-spreading may 
be required. 

Some areas of opportunity will have been revealed by the corporate 
appraisal, and many major decisions may arise from the factors uncovered by 
this important step in corporate planning. 

But the starting point for the many strategic decisions is the profit target 
which the company has set itself. How it will meet this will be set out in the 
strategic plans shown on the right-hand side of Fig. 1 in Chapter 1-whether 
the company chooses to bulk these together in one strategic document, or 
whether it needs to develop an individual plan for each, is a matter of 
personal preference in relation to the volume of work involved in each 
company. If the company is simple in its breadth, one document may suffice: 
if it is complex, a more detailed approach may be needed in order to reduce 
the data to more manageable units. 
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In any event the strategic plan should consist of: 

* A statement of the corporate objectives. 

* The assumptions on which the plan is to be based. 

* The strategic elements arising from the corporate appraisal. 

* An assessment of the profit “gap” (see below). 

* The means by which this gap is to be removed. 

* The financial results of the plan. 

* A detailed analysis of risk. 


I Strategic gap 


Improvement 

gap 


Present Time —3,5,10 etc. years 

♦ Could instead show R.O.I.% or sales if required 
Fig. 15. Gap analysis. 

The total plan is underpinned, as we shaU see in a later chapter, by the 
operating plans of the established areas of the company. 

Gap Analysis 

One of the first tasks is, therefore, the assessment of the profit gap.^ To 
assist in this there is a very simple technique called appropriately, “gap 
analysis”. This is shown diagrammatically in Fig. 15. 

The first line on the diagram is the easiest to draw in: this represents the 
company’s long-range profit targets—the line shown in the diagram is perhaps 
neater than one is likely to find in practice, but suffices to illustrate the 
problem. 
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Next, and more difficult, comes the profit forecast of the company on the 
assumption that no changes are made to its sphere of operations. Perhaps it is 
significant that corporate planners usually draw this line so that it plummets 
downwards at a rapid rate, thus proving a need for corporate planners! In fact 
the hne can move in any direction. 

There^ are three ways of obtaining this line-the forecast of the “present 
position”-but in the final event these will reconcile into one figure. The first 
Une that can be sketched in is the sum of the profit targets which have been set 
mdividual operating divisions: this, of course, assumes that all divisions will 
meet, but not exceed, these targets. Profit targets should preferably be agreed 
in a participative way, and should be discussed in detail with the key managers 
involved before being firmed up. The second way-which perhaps is a variant 
of the first-is to make a simple model of the company’s profits under certain 
defined assumptions, and to use this forecast in the analysis. Thirdly, it is 
possible to obtain the operating plans from line management, add these all 
up, and use this as the relevant data. (It should be stressed that good strategy 
is rarely arrived at by simply consofidating lower level figures, a theme which 
will be developed in later pages.) 

I find that I usually work by preparing a simple model based on the 
divisional profit targets, and making any necessary adjustments to this after 
receipt of the operating plans. To me this symbolises the circular relationship 
of many plans, the numerous “chicken and egg” situations that have to be 
faced, and the combination of “top-down”, “bottom-up” communication 
which is a feature of all good planning systems. 

If corporate targets have been well thought out, there is likely to be a gap 
between what is required and what is currently expected. This does not 
follow automatically, of course, and some companies may find that they can 
adequately meet their targets (which might indicate that a revision of targets 
should take place). 

The next two lines on the figure are perhaps something of a planner’s 
dream, but they are useful in theory. One is the profit on an equivalent 
investment which is expected from the rest of the industry in which the 
company operates. This is often difficult to obtain in practice, although the 
company may be able to carry out some useful exercises with what data are 
available: certainly it should try, for if it is obtaining returns lower than the 
rest of the industry it may have a lot of problems on its hands. The next line 
shows the level of improved profits which might come from making 
alterations to the strategies of the existing sectors of the company. Why it is 
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something of a dream is that in a good planning system it will already have 
been built into the targets and plans of operating management. Where it may 
be valuable is when the strategy calls for improvement through divestment, or 
when a corporate improvement plan is maintained over and above the normal 
operational planning. In most companies, the “present operations” line and 
the “improvement” line are hkely to merge, at least after the completion of 
the first long-range plan. (In the very first plan the improvement gap may 
exist and may be revealed by the corporate appraisal.) 

The difference between the best that can be produced from current 
operations and the profit target is the important gap for the strategic plan. 
This is the additional profit that the company must find from the various 
alternatives open to it: this is what the corporate strategy is aU about. 

Now, what happens if the strategies devised to fill the gap succeed so 
handsomely that the target is surpassed, or on the other extreme, if they fail 
to come within reasonable reach of the target? In the first case the target 
should be upgraded, since it has obviously been set too low (assuming the 
forecasts are reaUstic). In the second case the issue is not so clear cut. If the 
target is doing its job it should represent the chief executive’s interpretation 
of the profits that have to be earned to satisfy the owners of the business-the 
shareholders. In these circumstances he should be prepared to take drastic 
action: to re-examine all the thinking behind the analyses: to really make sure 
that no opportunities have been missed-especially those opportunities which 
another person might spot. I would accept the downgrading of targets as a 
last resort—but the chief executive will know that, sooner or later, failure to 
satisfy the shareholders will result in his head being placed on the chopping 
block. Perhaps the answer would be for the company to get a new chief 
executive—or for the chief executive to get a new planner. Certainly, failure 
to devise a means of attaining the corporate, objectives must be treated as a 
very serious matter. 

Formation of Strategy 

Every company has more than one path along which it may travel. For 
example, the smallholder growing vegetables can increase his sales in a variety 
of ways: he can expand extensively, buying the farm next door: he can 
increase production by intensive methods by applying more resources to his 
present operations, sowing a better type of seed, applying more fertiliser, 
irrigating and the hke: he can diversify, by growing different types of crops 
from those at present under cultivation, or by adding a goat or a pig. or he 
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can obtain a higher gross realisation for his produce, by tackling the 
marketing side of his business in a more sophisticated way. He may follow 
only one of these paths. He may opt to try all of them. Alternatively, he may 
decide that his present efforts are quite rewarding enough and that he should 
carry on doing what he has always done. Probably he will not even perceive 
the decision situation as an overall system of choices, and will regard each 
alternative as an unrelated decision, without thought of the others, unless, of 
course, he practices some form of corporate p lannin g 

Corporate strategy should be seen as an evaluation of the various 
alternatives open to the company, and a selection of what appears to be the 
optimum course or courses of action to take. In making this decision the 
chief executive should have regard to the company’s strengths and 
weaknesses, and the long-range trends that the company forecasts for the 
environment. 

This evaluation may be extremely complex in, for example, the major 
multi-national company. Ways of approaching this task are the subject of 
Chapter 8. 

Profit should never be the only criteria in deciding a course of action and 
some account must be taken of risk. Mention has already been made of this 
(Chapter 5) but it is worth stressing that the strategies eventually decided 
must be capable of meeting profit targets within a reasonable degree of 
accuracy. The chief executive cannot afford to be satisfied with a strategy 
that has only a 50% chance of hitting the required target-although he may 
feel that a 90% probabUity of being within 10% either way would be an 
acceptable risk. The risk balance of the company must also be taken into 
account. If the company is too dependent on one or two products it may feel 
that its long-term future is being jeopardised, and may slow down on further 
investment in these areas, preferring to move into another area although the 
returns may be slightly lower. 

The example of the horticulturalist covered the broad types of choice 
open to a company. Put another way, these are: 

* Finding new markets for existing products 

For example, attacking new segments of the market, selecting new 
channels of distribution, or expanding geographically. 

* Marketing new products for existing markets 

For example, another type of suit in the clothing company, a new 
flavour of toothpaste, doing “own-label” branding for others, finding a 
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product that moves through the same channels and can be sold by the 
usual sales force. 

* Marketing new products for new markets 

Moving into something completely new, such as the tobacco company 
which has diversified into (among other things) potato crisps, and the 
soft drink firm which moved into tea and other lines. 

* Improving the performance of existing products in existing markets 
For example, putting more sales effort behind the products so that 
turnover is increased, or changing other marketing strategies 
(advertising, price, merchandising—or indeed any of the elements of 
marketing strategy-to the same effect). 

The ways of following these broad courses of action really follow the 
headings we saw in Fig. 1 of Chapter 1: research and development, 
acquisition and merger, expansion, divestment and improvement. 

There are perhaps three schools of thought in the selection of alternatives. 
One, which need not concern us since its exponents are unlikely to use 
corporate planning, is an opportunist strategy. This suggests that expansion 
and acquisitions should be taken as they arise: each is an ad hoc decision 
stimulated by the opportunities of the moment. Now, there is some merit in 
having an opportunist element in the strategy, and no chief executive can 
afford to turn down a bargain opportunity just because it has not been 
written into the plan. What he must do, though, is to make sure that this 
bargain is in line with his objectives, and that the company is still moving in 
the direction in which he wishes it to go. The abiUty to deviate from a 
planned strategy is a form of the management judgement called for when the 
strategy was set up: a rigid plan which demands a blind allegiance is not a 
good plan, and a rigid management is not a good management. 

The second school of thought is that the company should actively evaluate 
all foreseeable opportunities open to it, which may mean it entering new 
industries. Professor H. Igor Ansoff s book Corporate Strategy (McGraw Hill, 
1965) provides a logical and systematic method of evaluating and selecting 
alternatives. His systems of evaluation take into account the concept of 
synergy. Synergy is usually explained by the term “two plus two equals five , 
and it means that when the new business area is added to the old there should 
be an interaction which means that the profit generated is greater than it 
would be if the two parts had been operated separately. So synergy will be 
related to things like the specialist skills of a company, its management talent, 
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its marketing channels, its physical distribution operations, and the products 
of its research and development effort. This means that the company, 
although it may become a conglomerate through the application of these 
principles, will not be a glorified unit trust, operating on a risk-spreading plus 
high profits basis. 

For some types of companies this is the best way to develop strategy, and 
Ansoff s book has done a great service in providing a systematic framework 
for making these decisions. (There is also much of value in the book for the 
companies which follow the third, and narrower, school of thought.) 

This is that companies should develop along fairly well-defined paths, and 
that opportunities will only be sought within those paths. The secondary 
objectives of the company show what areas are open to the company in the 
answer to the question “What business are we in?” This school of thought 
argues that in many companies the chief executive should stay within an 
industry field in which he has knowledge. He may move into closely related 
industries—such as the fruit and vegetable wholesaler, which opened a 
business merchandising supplies to the growers of the produce he sold-or he 
may integrate backwards or forwards. 

There is a good deal of merit in this school of thought for certain types of 
companies, and where the right sort of growth and returns can be achieved 
from the defined area. Even within the narrower limits the field of 
opportunity can be very wide. I think this sort of basic strategic decision 
appeals to many companies, and there are a vast number of chief execqtives 
who would not allow their companies to take on the role of a conglomerate. 
At some later stage in the corporate development a change of thinking may 
become necessary. 

Possibly the results in practice are not always different from those that 
would be achieved under the second system, since the synergy rating on 
related activities would be very high. The difference is in the breadth of the 
concept. 

Finding New Opportunities 

One of the tasks of a corporate planner is to help the chief executive to 
find new areas of opportunity, and this job should be tackled in an aggressive 
way. Opportunities can be uncovered by various methods, and what is 
important and different about the plarmed approach is the way that new 
areas of profit are dehberately sought. A real effort is made to seek paths of 
growth and development which would be unlikely to arise from chance alone. 
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Where should the planner begin to look? 

The marketing-oriented company will start at the source of all its 
profits—the consumer. By studying consumer desires and requirements 
through a planned programme of marketing research, and through constantly 
revising market strategies, new opportunities are likely to be uncovered. 
These have a high probability of being related to the businesses the company 
is currently operating in. This constant probing of markets is vital, whether 
the company is selling products or services, consumer or industrial goods. 

The continued’studying of the future environment will lead to different 
ways of doing things, and new areas of business to enter. A trend which the 
planner foresees and which is adverse to the company’s interests may lead to 
a strategy which is designed to either take advantage of the new trend, or to 
do something which will mitigate its effects. This act of trying consciously to 
foresee the direction of the various factors in the environment is an important 
one. Not everything can be foreseen, but a surprising number of problem 
areas and opportunities can result from the constant application of effort to 
environmental studies. 

A third source of new ideas is the work the planner should do in evaluating 
potential opportunities in new areas. In this exercise he will, of course, be 
guided by the objectives of the company and may as a result restrict his 
activities to certain geographical areas, or to selected industries. The 
preliminary data that require to be collected are the extent of the 
opportunity, the investment required (and several levels will usually be 
possible) and the expected profits that should result. So as well as studying 
the environmental factors influencing the firm, the planner will have a 
programme of ‘‘desk” research (the study of market data from published 
sources and informal contacts), comprehensive market surveys where 
necessary, studies of the records of other companies in the fields of enquiry 
and the collection of the necessary data from company engineers on probable 
plant costs. Although the planner is likely to initiate this work, he will not 
necessarily have to do it all himself. As with other areas of planning, use 
should be made of appropriate people in the company. If a marketing 
research department exists, this could help in the collection of data on the 
markets and could carry out the appropriate surveys. A work study 
department could well help in estimating labour requirements. These are 
simple examples of a principle which I think is basic to good long-range 
planning-the involvement of as many people as possible in the planning 
system. In some cases consultants and outside agencies may be used. 
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Desk research may not sound very exciting, but it can yield valuable data 
about markets and the performance and activities of other companies. It 
means that some projects can be eliminated at an early stage before great 
expense is incurred, and that all future steps add to the store of knowledge, 
rather than duplicating the data available already. 

Opportunities may also arise from the corporate appraisal. This can 
frequently indicate new alternatives and requirements for the firm to 
consider. 

High technology industries in particular should obtain new ideas and 
products from the research and development effort. The aim should be to 
manage research and development, and to follow a plan, rather than relying 
on haphazard and chance events. 

If the planning processes are working well, the constant review of their 
operation, and the thought that they are giving to the future, should 
encourage a flow of ideas from managers within the company. Each line 
manager will have theories about how his sphere of responsibility is to 
develop. These internal ideas provide a very valuable source of opportunity 
for the company. 

Finding strategic alternatives for the company is not a question of sitting 
behind a desk waiting for things to happen. There is a great deal of hard work 
involved—work which may be shared out among various areas of the 
company, or which may be performed by the planner-but the deliberate 
attack on the future is by no means impossible. One object of strategic 
planning is to remove the chance element from corporate growth, and the 
more alternatives the company finds that are worthy of serious consideration, 
the more likely it is to be able to select a path that will take it to its profit 
targets. 

Degree of Detail in the Strategic Plan 

The strategies selected will be known to the company to a varying degree 
of detail. This does not mean that the plan becomes full of wishful thinking 
and pipe dreams, and some evaluation should be carried out of every 
alternative which appears. 

The plan may reveal the company’s intention to enter industry “A” by 
acquisition, and while the exact cost of acquisition may not be known, the 
company must be reasonably sure that there is an acceptable profit to be 
earned in the industry and that acquisition is the most appropriate means of 
entering the industry. 
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Similarly, a plan to double capacity of a factory may only be known in 
broad parameters, but a reasonable working estimate can and should be made 
of capital requirements and returns. 

On the other hand, the investigation of a particular alternative may have 
progressed further, and the company may be in possession of its final 
appraisal of the course of action. Similarly, an improvement scheme may have 
been thought out in detail, and the company may have very accurate 
knowledge of what steps it is going to take. A divestment plan is also likely to 
be known in fair detail before the question of divestment enters into strategy. 

I think it is sensible to accept this mixture of levels of detail, and would 
not fmd statements like this amiss (assuming profit targets can be met in this 
way): 

* The company will select three of the five alternatives discussed in this 
plan, and will carry out one of them in each of the next 3 years. 

* The company will enter industry ‘‘A’’ in year 2 of the plan and will 
invest up to £1 million in this project, to yield a minimum R.O.L of 
10% in the first year and an average d.c.f. rate of return of 15% assessed 
over a 25-year period. The means of achieving these results will be 
selected from the various alternatives by the end of the first quarter of 
year 1. 

Should final evaluation prove that these targets are impossible, the 
company will expand its factories in France by . .. 

In the next 5-year planning cycle, the company will have progressed 
further in its studies, and will be in a position to be more specific. But I do 
not believe that the statements above represent bad planning: in each case the 
company is committed to a course of action that will bring the profits it 
requires-it is just that there is still some flexibility in the means. 

All strategies should receive a final evaluation before the company 
irrevocably commits its resources to them, and the later it is possible to 
postpone this, the more likely is the company to be able to make an accurate 
assessment. If this study proves that the company is wrong, it must of course 
revise its strategy: if alternatives have been properly considered it will already 
have a course of action prepared which it can take at short notice. 

This really stresses that all plans must be flexible. Blind allegiance to a 
course of action because it is written into the plan is a form of rigidity in 
which no company can afford to indulge. Of course the best-laid strategies 
can change-perhaps because of different environmental circumstances, or 
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perhaps because the opportunity is revealed to be iron pyrites, fools’ gold, 
and not the precious metal that the company was seeking. 

It is a very unfortunate company that finds its total strategy unsuitable, 
but even this should not be a disaster if the company has laid aside its nest 
egg of alternatives. 

Financial Results of the Plan 

Some companies prepare a simplified pro forma profit-and-loss statement 
and “balance-sheet’’—if one may use the term to describe an expected result 
at some future date—for each of the years of the plan. 

I prefer a simpler approach, and would recommend that the strategic plan 
showed only details of before tax profits by source, total after tax profits, 
and capital employed. More detail would appear in the subsidiary plans. This 
can be analysed to show R.O.I. and growth percentages. 

The exact way of presenting these data, and the amount of detail shown, 
are a matter for the company concerned, and requirements will vary. 

Risk analysis is important, since the chief executive must know if he has a 
high probability of reaching targets, and whether he is likely to exceed them. 
The methods of risk analysis have already been described. 

An Example of a Strategic Plan 

This chapter has covered a large number of concepts. Before progressing to 
the individual elements of strategy, such as acquisition and divestment, it is as 
well to take a look at what a strategic plan might look like, and in this way 
help to bridge the gap between theory and practice. 

Because a firm’s long-range strategy is among its most confidential 
documents, the example has to be of a hypothetical case. It is also a shorter 
plan than would be likely in practice, partly because a fictitious case enables 
some simplification to take place, and partly because some of the arguments 
are not fully developed. (The example shows only two planning assumptions, 
whereas a real-life situation might have many more.) 

The example shows only one way in which the plan might be put together. 
In reality, there are many other ways which are equally effective for planning 
as few “right” and “wrong” answers; much depends on the approach of the 
planner. My own experience is that there needs to be a careful attention to 
the needs of the company and the critical issues it faces. This results in wide 
variations of presentation and contents. A major complex organisation might 
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need to write its plans around a portfolio analysis, delegating the more 
detailed planning to a lower level of management. 

Although few plans will be as short as this example, the aim should always 
be to reduce the data to as little as possible. The value of a plan lies in the 
thought that has gone into it, rather than its thickness or number of words it 
contains. 

Our example is of a hypothetical firm in the heating and ventilating 
contracting industry. All profits evolve from this activity and the company 
has a current before tax profit of £250,000 resulting from a turnover of £10 
million. Capital employed is £2.5 million, giving an R.O.I. of 10%. Most of 
the company’s activities are tied to the building trade and over the past 5 
years profits have fluctuated from a minimum of £50,000 to the current 
peak. It is a family business, and the owners are willing to invest more money 
in it if they can improve its performance and reduce the severity of its 
fluctuations. The managing director is 45, and has been in the chair for 1 
year. 

An assessment of the company’s strengths showed that they were one of 
the leaders in their field, that they had considerable technical expertise, 
particularly in the design and installation of specialist heating and ventilating 
systems for computer rooms, laboratories, and other buildings housing 
sensitive equipment which required a fine degree of dust and temperature 
control. They had a good record in European export markets (15% of sales). 
Among the company’s assets were the patents for a new system of home 
heating which for various reasons had never been developed. Finance was not 
a constraint. 

On the other hand, the company had certain management problems and 
had difficulty in retaining good calibre middle management. Despite its good 
export record it had never developed outside Europe, and in the Scandinavian 
countries had over-estimated the competition and had undercharged on 
recent contracts. In addition it had the weaknesses of fluctuating profits and 
reliance on one product area for its profits. The company operated five plants 
and had a considerable surplus capacity. 

The managing director sat down and after a good deal of hard thinking and 
analysis produced a strategic plan: 
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Strategic plan 1970-1974: Thru-Draught Heating and Ventilating Company Ltd. 
1. Profit Target 


£ million 

1970 1971 1972 1973 1974 
0.25 0.50 0.60 1.0 1.25 


2. Secondary Objectives 

A. The company is in the business of environmental control wherev;er and 
whenever it is required. It is engaged in the operations of designing, 
manufacturing and installing such systems. 

B. The company intends to maintain good relations with employees and aims to 
treat all employees fairly. 


3. Goals 





£ Million 

A. 

Turnover-U.K. 

1970 

1974 


General Systems 

6.8 

3.4 


Special Systems 

1.7 

6.6 


Marine 

1.0 

3.0 



etc. 

etc. 

B. 

Establish technical services section 1 Jan. 1971 

1970 

1974 

C. 

Number of managers to attend internal 
training course 

5 

25 

D. 

Minimum number of man days lost in 
industrial disputes 

100 

100 

E. 

Return on capital employed 

14% 

20% 


4. Assumptions 

A. The U.K. will enter the Common Market in 1973. 

B. The U.K. economy will grow at the rate of 3% per annum over the next 5 
years: the curb on public expenditure will be relaxed and the building industry 
will have a steady growth. 

5. The Profit Gap 

The task facing the company is shown in the table. Assuming no action is 
taken, turnover will grow to £15 million by 1974, but rising costs will swallow up 
the additional earnings and 1974 profits are forecast at £250,000. 


1970 

1971 

£ million 
1972 

1973 

1974 

0.25 

0.50 

0.60 

1.0 

1.25 

0.25 

0.25 

0.25 

0.25 

0.25 

- 

0.25 

0.35 

0.75 

1.00 


Target 

Current forecast 
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(In any one year the gap could be larger than forecast because of the 
possibility of fluctuations. There is a 75% probability that in 2 years out of the 5 
the gap will be up to £200,000 larger.) 

6. Improvement 

The company will take a number of measures which will improve its 
productivity, and make an immediate contribution to profit. 

The short- and medium-term improvement measures are: 

A. Production will be rationalised at three factories. This will enable the Warwick 
works to be closed within 6 months, and the Gateshead plant to close on 31 
December 1970. Capital expenditure of £250,000 wUl be incurred during 1970 on 
modifications to the Bexley works to expand capacity. 

B. A profit improvement of £250,000 per year will result by 1974. 

(The personnel aspects of the rationalisation are covered in the Personnel 
Plan.) 

C. Prices in Scandinavian countries will be increased by 20%. This will give profit 
improvement of £100,000 in 1971. (The effect will be lower in 
1970-£25,000-owing to production time lags for contracts quoted at the old 
prices.) 

D. The sales force will be reorganised with the effect of reducing the force by 5% 
and closing three regional offices. These moves vdll take place in 1971, and will 
yield £30,000 per year. No redundancies will be involved, and the programme will 
be met from natural wastage and the transfer of staff to new projects. 

7. Diversification Programme 

The product base of operations wUl be broadened, to reduce the proportion of 
profits dependent on the building and construction industry. 

A. In 1970 a company will be acquired in the marine heating and ventilating 
field. Up to £1 million will be spent on this project which is expected to yield an 
initial return of 10%, rising to 25% in 1974. The reasons for this course of action 
are.... 

B. The home heating patents will be developed in 1971. £100,000 will be spent 
on research and development in this area in 1971 and £250,000 for each of the 
years thereafter. Capital expenditure of £900,000 will be incurred in establishing 
the venture, which will yield a 33% % annual return by 1974. The reasons for the 
high potential of this project are .... 

8. Geographical Expansion 

The skills the company possess in specialist environmental control will be used 
to spread risk geographically. Export markets will be developed, in particular 
Africa and Australia during 1971, and effort will be concentrated on the specialist 
areas. 

The company vdll broaden its base overseas in 1973 and will acquire a 
company in either Canada or the U.S.A. Acquisition is considered necessary 
because.... 

9. Management 

Reorganisation of the company into profit centres will give middle 
management more responsibility which, allied to a salary administration system. 
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maMgement levels action is also necessary. Mr. X will Eired 

be reStedSS Sr. ^ 

10. ConccYitYutioYi on SpecUilist A-vecis 

effo^®on°rtfp“^ Will reduce the severity of profit fluctuations by concentrating 
™ Tu . “ has greatest strength-e.^ comnute? 

By 197l! 6°6%Tof sSes S'come fX "toaferaS^TlVS'^^^^^ 

L^ce te'’Ss’’’t5d by department to provld; a consultancy 

tymce tor cuents, and by giving salesmen an additional bonus on orders of this 

11. Financial Results of Plan 

Planned Profit (before Tax) 

“Current” forecast 
Rationalisation 
Work Study 

Export Price Adjustment 
Sales reorganisation 


Marine Acquisition 
Home Heating 
Export expansion 
North American Project 


£ million 


Less R & D expense 


Probability of being within 
10% either way 

Planned Capital Employed 

Current plus improvements 
Marine acquisition 
Export expansion (working) 
Home heating 
North American project 

R.O.I.% 


1970 

1971 

1972 

1973 

1974 

0.250 

0.250 

0.250 

0.250 

0.250 

0.300 

0.050 

0.100 

0.100 

0.100 

0.020 

0.020 

0.020 

0.020 

0.020 

0.025 

0.100 

0.100 

0.100 

0.100 

-- 

0.030 

0.030 

0.030 

0.030 

0.325 

0.450 

0.500 

0.500 

0.500 

0.100 

0.150 

0.175 

0.200 

0.250 

— 

0.010 

0.150 

0.250 

0.300 

~ 

0.050 

0.050 

0.075 

0.100 

— 

__ 

— 

0.350 

0.500 

0.425 

0.660 

0.875 

1.375 

1.650 

_ 

100 

250 

250 

250 

0.425 

0.560 

0.625 

1.125 

L400 

75% 

1S% 

85% 

90% 

90% 



£ million 



1970 

1971 

1972 

1973 

1974 

2.75 

2.75 

2.75 

2.75 

2.75 

1.00 

1.00 

1.00 

1.00 

1.00 

— 

0.10 

0.10 

0.10 

0.10 

— 

0.90 

0.90 

0.90 

0.90 

“ 

— 

- 

2.25 

2.25 

3.75 

4.75 

4.75 

7.00 

7.00 

14% 

12% 

13% 

16% 

20% 


nas oeen simplified bv the . -r~T— 

equivalent to increases in working capital. ^ assumption that depreciation 
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Comments on the Example 

A real plan would include a full risk analysis on the lines set out in Chapter 
5 and should give more consideration to alternative stratepes. , . , 

’ Now, it is possible to argue that the chief executive of the hypo^tical 
company has prepared a poor strategy; this, of course, is his privileg^ What is 
impo^rtant is that he has recognised that his future profits are uncertam, and 
has set out to exceed his minimum targets to allow for fluctuations. He has 
also taken action to reduce the effect of the trade cycle on his busmess. 

The plan provides him with a blueprint for top management action to put 

his company on what he thinks are the right lines. 

The example is not the whole story of strategic planning, and our chief 
executive would have to carry out a lot more work before he could bnng his 
strategies into effect. The next chapter looks at some further concepts which 
have to be considered in the preparation of a strategic plan. 



CHAPTER 7 


A CLOSER LOOK AT STRATEGY 


We are now ready to give some consideration to the subsidiary plans of 
s rategic management which feature on the right-hand side of Fig. ]. Those 
other important master plans dealing with personnel and financial functions 
will be discussed in later chapters. For the moment we should concentrate on 
the mam courses of action which lie open to the chief executive. 


Divestment 

Sometimes a chief executive may have to face the decision to close down 
an area of his business. This may be because the corporate appraisal reveals 
that h IS m a loss situation and unlikely to improve, or that it has no potential 
or the future, it could be because of changes, such as political action in an 
overseas territory which insists that all employees be indigenous regardless of 
suitability or that profits may no longer be repatriated. It may simply be that 
he sees that the company’s overall strategy would be better served if he 
concentrated management effort in other directions. 

In many ways these are braver decisions to take than those involving the 
investment of new capital. If a fading activity is closed down, and someone 

0 a succeeds in improving it, the chief executive may 

find that he IS judged harshly by the outside world. On the other hand, if he 
dechnes to begin a new activity only a few people inside his company will be 
aware of the fact, and the subsequent success of the operation by another is 
not used as a standard against which he is measured. There is, too the 
tendency to hang on to an activity for too long, in the hope that it’will 
improve, and a decision to divest will always have to be based on assumptions 
at may turn out to be incorrect. A new investment project is also based on 
dssimp ions, but fadure of these wid not necessardy result in a loss, although 
profits may not be as good as expected: there may be scope for contingency 
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action. But when a divestment decision is taken, any opportunities which 
may arise in that area are almost certainly bound to be lost to the company 

So a divestment strategy calls for a fine degree of management judgement, 
and a large amount of management courage. 

Of course this sort of decision may be large or small. It may involve t e 
shedding of a product range that requires no change to production facUities, 
it may mean the closing of a factory or overseas subsidiary, sellmg those 
assets no longer required, or it may mean the sale of a section of the busmess 

to another company as a going concern. , .. . • 

In each case careful planning will be necessary to see that the divestment is 
handled in the best manner from the company’s point of view. There may be 
far-reaching effects on personnel, arising from redundancy and redeployment, 
and it may be necessary to take steps to use the public relations function to 
refurbish the corporate image, which may have become a little tarnished 
during the divestment operation. Steps must be taken to see that t e 
company’s assets are disposed of in the most profitable way, and that the 
divestment is undertaken in a manner which has the least detrimental effect 
on the company’s earnings. 

Conflicting interests may have to be reconciled. On the one hand, it may be 
desirable to give early warning to employees and their trade unions of the 
action intended: on the other hand, it may be feared that such action would 
cause the key people to leave too soon, with the inevitable effect on 
production. 

The divestment plan should cover these problems, and should receive as 
much management thought as any of the more attractive actions the 
company also intends to take. 

Many chief executives may never have to suffer this type of strategic 
decision: all hope that it will not be necessary for them. But when it does 
become essential it has to be faced. 


Consideration of Alternatives 

All actions the company may plan are to some extent alternatives. If it 
decides to double the size of its factory, this may be considered a better 
course than starting up something new. But within the decision to get bigger 
in what you are doing or to diversify there are alternatives: not oMy 
alternative answers to questions like “How big an expansion? , but 
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completely different ways of tackling the problem. A decision 
brings the company to a crossroads. It can; 


to diversify 


* Acquire another company. 

* Obtain a licence for a new product. 

Develop a product from its own research, or where the technology of 
the new industry is low. 

Hire suitable people and begin operations. 


imilarly It is possible to plan for an increased share of the market by 
increasing the capacity of production facilities and adjusting marketing 
s rategy, or by buying up a competitor in the same line of business (so long as 
this does not cause the company to fall foul of the monopolies legislation) 

The company that practises corporate planning whl evaluate these 
alternatives in its strategic plan, and will have made an objective decision of 
the course of action it intends to take: and it will have accepted that there is 
more than one method to choose from and will not have rushed blindly into a 
take-over bid because it was the fashionable thing to do. 

Acquisition and Merger 

The acquisition of other businesses is one of the glamour areas of modern 
management. In theory, acquisition offers a number of advantages where the 
circumstances are right. These advantages include: 


* Opportunity for gain from synergy (although it must be remembered 
that the alternative strategies could have a higher synergy content). 

The abmty to obtain immediate profits, rather than facing a period of 
loss for several years while business is built on a “green field” approach. 

* It may bring valuable patents and licences to the company. 

In some cases it may be less risky than developing a completely new 
business. 

* It may be the best way of obtaining a team of people with the required 
technical and management skills. 

* In some instances it may be the only way to break into a market 
profitably. 

The reduction of competition (although the pubhc in many countries 
has a watch-dog in government established Commissions). 
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* It may be the only way to weld together a worthwhile business in a 
fragmented industry (examples are the textile industry and machine 
tools); the opportunity may lie in reorganising the industry, rather than 
increasing competition. 

* There may be financial advantages, such as the ability to acquire a 
company with large liquid reserves, by an exchange of shares. 

Of course, in evaluating the alternatives, it is most important to ensure 
that the advantages really exist. There have been various studies which suggest 
that many chief executives are disappointed with the results of their 
acquisition policies, and that the expected additional profits from the 
synergistic effect have never materialised. 

The planned approach does not leave acquisitions to chance. It is 
deliberate and, one might almost say, cold-blooded. A bid is not made for a 
company solely because a competitor has recently made an acquisition. It is 
not an action taken because it is fashionable, but because careful and 
objective analysis has revealed that this is the best course of action to achieve 

the corporate objectives. i i . . t. 

Once the company has identified the opportunity area in which it wishes 

to expand, and has decided that acquisition is the right way to go, it becomes 
necessary to define with great care what type of company should be bought. 
At this stage the planner should not try to name companies which might be 
available, as this will only cloud his vision. Instead he should prepare an 
acquisition profile, stating as finely as he can the characteristics of the desired 
acquisition. In other words, he should describe the corporate identity of the 
organisation which will meet his strategic requirements. 

The acquisition profile should both identify and quantify those factors 
which the planner believes it important that the acquisition should have. 
Concentration must be on the essential factors, which would cover such items 
as size, management capability, sphere of operations, technical skills. An 
example will make this clearer. 

Acquisition Profile: Marine Heating & Ventilating Company 

1. Size: To cost not more than £1 million at an initial return on 

capital employed of not less than 10%. 

2. Products: Design and manufacture of complete environmental 

control systems for the shipping industry. 






3. Market 
position: 




4. Technical 

position: 

5. Management: 

6. Factories: 

7. Conditions: 


Must have at least 10% of the UK. market and must 
have custoniers m more than five shipyards. Must have 

25% of sales in export markets, including Norway 
Holland and Japan. ^ ^ 

At least 90% of sales must be in original equipment. 
Turnover—about £1 million per annum. 

Must be accepted in its industry as a leader in technical 
innovation. 

Oyer the past 5 years an average of at least 5% of annual 
sales must have been spent on research and development 
Competent management at aU levels is desirable Good 

top management is essential, as is technical management 
at all levels. 

Rant and equipment must be relative modern (90% of 
plant must be under 5 years old). 

^ctory must be located in the north-east of England. 
The site must have room for expansion, and it must be 
physically possible to treble output within 3 years. 

No company will be acquired unless it is possible to 
obtain all the voting shares. 

This example is, of course, a hypothetical one. In practice, some of the 
characteristics identified may prove to be unimportant, and others which have 
not been included may be the critical factors. As the object is to mould the 
acquisition to the requirements of the individual company, factors which are 
vital to one firm may be insignificant to another. 

The next stage is the matching of real companies to the acquisition profile. 

e way to tackle this is to prepare a list of companies in the field, and to 
begin to build up a profile of each of them. At an early stage it may be 
possible to reject some companies which are obviously too large or too small 
to be suitable. Of course, the shorter the list can be made, the less work there 
will be in developing the final profiles. There is a danger in being too 
precipitous. Even a large company may be wiUing to seU off one sector of its 
business under some circumstances, or it may be possible to combine two or 
more small companies to meet the overall requirements of the profile. 

A statement that a list of potential candidates is required is one thing; 
making the list is another, and this is not always easy. Some of the basic 
sources of data for such a list are discussed below: 
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Directories 

The many admirable trade directories make an exceUent starting 
place. It will usually be found necessary to amalgamate a number of 
directories, and even then the resulting list may not be compete. 

Supplementary sources of data include lists of memberships in Trade 
Associations, when these can be legitimately obtained. It is often 
possible to purchase lists of companies in specific product sectors from 
direct mail firms. 

Directories vary in accuracy and in the scope of their content, but 
will frequently yield information on such items as main products, 
factory locations, number of employees, turnover, and affiliations to 
other companies. 


Company Reports 

Information on shareholders and certain statutory financial data can 
be obtained from a search at Companies’ House (the name of the 
company must be known). In many cases this can be supplemented by 
the company’s published report to shareholders. There are organisations 
which provide an excellent service in scanning and extracting 
information from these sources, pubUshing regular reports on a large 
number of public companies. 


Market Intelligence 

Publicity statements, newspaper and magazine articles and even 
trade advertisements can yield a rich harvest of valuable facts. It is 
easiest to consult these if a market intelligence section is run by the 
company, which would index and file all potentially valuable data so 
that it could be retrieved at a later date. Without such a system, the 
task of scanning back numbers of innumerable publications can be a 
formidable one. 

Information from these sources may be varied in nature. Market 
shares, sales office locations, product range, plant capacity, labour 
relations records, the size of the company’s own lorry fleet, 
developments in research and development, are a few examples. 
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Market Surveys 

Original marketing research provides a good source of data, yielding 
lists of candidates, market shares, product image and the like. Surveys 
can also be specially commissioned to investigate, for example, the 
corporate image of the candidate. Such an action might be desirable to 
obtain data for the profile above on the degree of acceptance the 
industry has of the candidate’s technical leadership. 


Personal Knowledge 

Within the company there are often stores of knowledge of the 
activities of potential candidates for acquisition. This is not to advocate 
a policy of industrial espionage, and definitely not the “persuasion” of 
an employee to divulge information about a company for whom he has 
once worked. But contact with customers or with competitors in the 
same industry means that it is often possible to build up a dossier of 
odd facts from legitimate sources—extent of sales coverage, methods of 
sales, competence of management, location of facilities, product 
strengths and weaknesses, age of top management, employee relations, 
and, less detailed but potentially useful, further additions to the list of 
potential candidates. 

As new batches of data come to hand, the planner is able to create a short 
list of companies which might be acceptable. The final list should be written 
up in order of desirability. If no companies at all emerge from this process it 
may be necessary to re-examine either the basic strategy of acquisition, or the 
profile itself. The ideal partner may not exist, and something less than perfect 
may have to be accepted. 

At this stage the chief executive should develop a provisional plan of what 
he wishes to do vrith the company if his bid is successful, in order to 
maximise the effect of synergy. 

The process of opening negotiations with a company, either direct or 
through an intermediary such as a merchant bank, is outside the scope of this 
book, as are the many legal implications of take-overs and mergers, and the 
methods of valuation. This, of course, is a vital step in the whole process, but 
one which should not necessarily involve the planner. He may happen to be 
the best man to perform these tasks, but this is not necessarily so. 
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I believe that the planner should be involved in the acquisition study at a 
point before a firm bid is made. His purpose is to look at the acquisition from 
a slightly different angle from that used by others in the company-to check 
that at the figures arrived at, the candidate for acquisition still fits the 
corporate strategy. This means that he has a duty to question the valuation, 
not so much from the viewpoint of the fairness of the price, but to ensure 
that this is the best use of corporate resources. This process may have to be 
repeated as negotiations progress, if the bid has to be increased. The planner 
should also advise on the terms of the bid, and the long-range impUcations of 
these. 

At about this point the chief executive should draw upon the skills of his 
planner and any other appropriate members of his management team to 
refine his provisional plan for dealing with the company in the event of a 
successful bid. Responsibility should be assigned to a particular member or 
members of his team to perform particular duties in connection with the 
acquisition, and a time-table should be estabUshed to ensure that the 
necessary action takes place. In any integration process, speed is of the 
utmost importance, and although there will always be areas in which 
insufficient data are available for sensible decisions, it is vital that any 
necessary post-acquisition investigations be pursued with alacrity and 
diligence. 

Failure to act within the first few weeks of acquisition can cause 
difficulties later, particularly if there are redundancies or alterations to 
management responsibilities in the newly acquired company. Many human 
problems will be caused if action is unnecessarily staggered over a lengthy 
period, since each fresh burst of decisions will cause anxiety to those who 
have not yet been investigated. It goes without saying that appropriate action 
should be taken to ensure that the services of key staff in the acquired 
company are secured. 

It follows that the speed with which decisions must be made will mean 
that a broad brush is used, and that some mistakes are possible. This is 
preferable to the blight of frustration and despair that can settle on a whole 
company as it desperately awaits the aimouncement of its fate. Speedy action 
avoids the paralysis which follows this blight: slow and sporadic outbursts of 
unpopular decisions may extend it indefinitely. 

The third path, to take no action at all to integrate, may mean that the 
expected synergistic results do not materialise. 

So far the discussion has centred on the situation where the company is in 
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a position to be very specific on the criteria for the companies it wishes to 
acquire. In some firms the position may be a little different, in that the 
choice may have been limited to a company of specific characteristics, but 
there may be scope for choice in the operations of that company. It may be of 
ittle strategic importance whether the acquisition makes canned meat or 
rozen peas, alAough it is likely that some parameters will be set for product 
and geographical sphere of operations. It is not hard to visualise 
circumstances when this method would be the most suitable one. A company 
Mth a large diversification programme may prefer to operate within the 
broader frame, on the premise that any four of, for example, ten types of 
mdustry would meet its strategic requirements. Another situation where this 
approach may be preferable is with the conglomerate which is actively 
seeking investments over a wide range of possibilities. 


Business Activities 

The XYZ Company intends to diversify into four new business 
areas, and to achieve this end will acquire suitable companies in the 
food industry in Europe, the U.S.A. and North Africa. 

Acquisition efforts will be concentrated on companies which have a 
demonstratable record of product development. The companies must 
have strong franchises in advertised and branded consumer food 
products, and must hold not less than 10% of the domestic market. 

Food industry investments will be selected from companies in any 
of the following areas: 

Coffee and tea. 

Canned foods. . 

Pet foods. 

Sweets and chocolates. 

Sauces, pickles and condiments. 

Frozen foods. 


Restriction 

Not more than two companies will be acquired in any one country, 
and not more than one well be in North Africa. 
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Size 

The minimum size of any company by turnover will be £3 million 
per annum, of which at least 7 5% will be domestic sales. 


Profitability Criteria 

No acquisition will be considered that does not offer the prospect of 
returning 10% on shareholders’ capital, within 3 years and after taxes. 
The average return on capital employed during those 3 years must not 
be less than 8%. Profits (after tax) of at least £300,000 per year must 
be possible. 

Any acquisition in North Africa must yield 20% return on capital 
employed, according to the above definitions. 


Ownership and Management 

No company will be acquired unless at least 80% of equity can be 
obtained, and 100% is preferred. 

The competence of management, proved by past records, and the 
continued availability of key people is an essential factor in any 
acquisition. 

In either approach to acquisition profiles it is essential to try to 
establish areas of synergy. The various criteria should, of course, bear this 
concept in mind, and at the various evaluation stages when the corporate 
planner examines the merits of individual acquisition candidates areas of 
synergy should be very much to the fore. 

The acquisition path can bring great rewards, but is also beset with many 
dangers. It is neither the way for the fainthearted nor the foolhardy. 


Expansion 

The company’s strategy need not involve acquisition at all, and the 
concept of synergy may be used in considering the other ways to profit which 
are at the company’s disposal. 

It may, for example, be decided that the best action to take is to expand 
the areas of activity in which the company is already engaged. This decision 
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will have a very high synergy content, but may not improve the balance of 
risks in the company. The long-range plan would define the maximum capital 
expenditure on each of the existing areas of the company, the time-table of 
events, and the expected results. For many firms, it is administratively 
simpler to transfer this element of strategy to the Divisional Operating Plans, 
and the methods will be described in more detail in a later chapter. However' 
this alternative should be considered when the total strategy is evolved. 

Three ways of diversifying can be conveniently considered under this 
heading. The first is open to firms wishing to enter industries with a low 
tectaological threshold. In many cases it is possible to retain consultants to 
train operatives in the new machinery or plant, or some machinery 
manufacturers will send a technician to teach the labour force for as long a 
period is required. 

The second method is to hire key personnel with the requisite skills and 
technical expertise. (It would probably be prudent to do this also in the first 
example.) The disadvantage is, of course, that a good deal of confidence may 
have to be placed in people who are an unknown quantity. But this strategy 
would enable diversification into areas of a higher degree of technology than 
would be possible under the first method. 

The third opportunity is to obtain licences for processes, or the rights to 
patents. Agreements are possible on a royalty basis or, sometimes, outright 
purchase of the invention, process or formula. In some cases it may be 
possible to facilitate entry into a new market, by acquiring the licence to a 
weU-known trade mark: in the simplest of situations this may involve little 
more than a quality-control definition, and the right to apply the brand. Any 
licensing arrangement may require the hiring of key personnel, although it is 
frequently possible for the licensor to provide facilities for training. Such 
agreements may be better as joint ventures, so that a continued flow of data 
becomes available from the licensor, who is also able to maintain some 
control over what happens to the licences. licensing is, of course, very 
common in industries requiring advanced technology, and for the company 
selling the licence the method offers a means of gaining income without all 
the risks of exploiting the opportunity by other means. 

Licensing presents a special problem, in that it is not always easy to find 
companies with licences on offer. A continued study of technical literature 
may provide the right leads, but possibly the best way to proceed is, having 
identified a range of Ucence requirements, to use the services of one of the 
agencies which specialises in bringing interested parties together. 
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Research and Development 

Diversification can also be obtained from the firm’s own programme of 
research and development-and, of course, this may also be used to help die 
marketing effort by finding new uses for existing products, or by bringing 
about continued product improvement. 

Research and development is one of the most difficult areas to bring into 
the formal planning philosophy, yet in many companies it is an area of great 
expense, on which the future profits depend almost in their entirety. The 
importance of R & D will vary with the philosophy of the individual 
company, and the state of technology in its industry. 

T^ere are many problems in managing research and development which are 
receiving a great deal of attention today. Much remains to be done. 

In my opinion an R & D plan should seek to clearly establish research 
targets for every product being considered. Why is the research and/or 
development work needed, and what does it seek to achieve? The setting of 
this type of target should not be left solely to the manager of the R & D 
department. He must be guided by marketing needs, and top management 
strategic requirements. I like the type of research target which not only 
describes the requirements and physical performance of the product as 
perceived by marketing department, but also gives guidance on the cost 
brackets within which the product should ultimately be manufactured. This 
type of guidance prevents a new product being developed which cannot be 
sold profitably because its production costs are too high. 

Alongside the research and development targets should be set an 
expression, quantified where possible, of the benefits that success in this area 
would bring. 

Equally important is priorities. Again the R & D manager cannot set these 
by himself, lest he fall into the trap of doing work which interests him most, 
rather than work which will contribute most to the company’s success. Top 
management will have to give guidance on the most important strategic areas, 
and a way will have to be found of reconciling the various claims for 
attention of the other departments of the company. Methods have been 
developed so that priorities can be expressed objectively in quantitive terms, 
but there is still room for improvement in the techniques used. 

Another factor required for the plan is the maximum amount the 
company is prepared to invest in research and development on each project. 
In some cases, in for example pure research, there may be no limit, and the 
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company may be willing to invest indefinitely in various lines of research in 
the hope of gaining a worthwhile discovery. In, for example, development 
work it may be possible to see that £x research would bring a benefit to the 
company, but that at £3x it might take an overlong period for costs to be 
recovered. It is, of course, important for the R & D manager to assess whether 
any worthwhile research is possible within the parameters set. 

The plan should also include schedules showing the time required for each 
project, and the disposition of the resources of the company. 

The amount of detailed planning which can be carried out in the R & D 
area will vary from firm to firm. In some companies, particularly where the 
accent is on development work rather than research, it may be possible to 
plan ahead for a period of only 2 to 3 years, although the company as a 
whole may plan for a longer time span. 

The modern tendency is for research thinking to probe deeper and deeper 
into the future, influencing strategic planning although detailed research 
planning will not necessarily outpace the overall planning system. What 
enables this longer-term thinking to be effective? It is the careful application 
of technological forecasting, which was mentioned briefly in Chapter 5. This 
can be a very useful and dynamic tool in R & D planning. Its effects will also 
condition other elements of the overall strategy, for despite its name, 
technological forecasting can also be used to make forward assessments in 
fields outside of technology-for example, social and economic activity. 

A number of “futures” institutes and “think-tanks” now exist to apply the 
techniques to a wide range of environmental issues, and to improve the 
methodology. 

Unfortunately, many of the supporters of technological forecasting have 
erected a barrier between themselves and line management. The experts have 
thrown up such a cloud of jargon, that their ideas and explanations are 
screened from the view of the uninitiated-the chief executive or manager 
who is expected to make use of the techniques! 

In addition it is something of a current fad to stress what I call the long, 
long-term predictions: 20-30 years are very popular. Now some companies 
may require this sort of forecast, and certainly it may have value to 
governments, town planners and the like. But most companies require 
forecasts of shorter duration, which have a higher probability of accuracy. 
For the vast majority, the only value of the long, long-term forecast is as 
an academic exercise-stimulating for those taking part, but with little 
commercial value. 



104 


INTRODUCING CORPORATE PLANNING 


Fortunately, it is possible to get behind the smokescreen of jargon, and the 
methodology can be used for predictions of a shorter and more useful 
duration. 

Technological forecasts seek to provide estimates of developments which 
are likely to occur in the future (some of the methods used will be explained 
later). The forecasts provide management with a basis for deciding which 
technologies are about to be overtaken by new developments, which ones are 
likely to have a lot of life left in them, and on which areas research should be 
concentrated (or abandoned) to help bring about the state of affairs which 
the company sees as both probable and desirable. Unfortunately, the best of 
the techniques still leaves management with some tough decisions—one of the 
most difficult being the point at which to switch to a new technology. But in 
the dark, even the glimmer of a candle can be very welcome, and 
technological forecasting rates higher than this. It can help decide research 
direction and priorities, and it introduces a wider range of factors into the 
decision process. And like all techniques, its usefulness will vary with the size 
and nature of the company. 

A number of tongue-twisting names have been invented for the numerous 
methods of approach developed by the technological forecasters. Phrases like 
“normative relevance trees” and “morphological analysis” seem to me to 
confuse more than they explain and I shall try to avoid all such references in 
this brief outline of the methodology. It goes without saying that all methods 
require the participation of people who are experts in their particular field of 
technology. 

One method, which has an obvious link with general economic forecasting, 
is the examination of trends and their extrapolation into the future. For 
example, it is possible to plot the development of a particular technology 
over a span of years, measuring an efficiency function on the vertical axis. It 
is possible to imagine such a chart plotting the development of military 
weapons—the efficiency index might be the weapons’ destructive ability. On 
our imaginary graph we can plot man’s first weapon, “stones”, and one of his 
latest, “H-bombs”. In between are swords, spears, bows and arrows, guns, 
bombs, and the like, each successive development bringing increased 
destructive ability, and occurring in an ever-decreasing time span. This is the 
past trend. The next step is to extrapolate this trend in terms of the next 
likely technological development and its position on the destructive ability 
index. 

A more useful derivation of this method is to plot the capability life-cycle 
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curve of each individual technology, extrapolating the curves so that it 
becomes possible to estimate the point at which one technology is overtaken 
by another. The life-cycle curve will have the typical “f’ shape. Imagine a 
chart showing bow and arrow and gunpowder technologies. The first example 
would have a fairly short development time, the bottom of the curve, a 
relatively short chmb over a relatively short period as destructive efficiency 
increases, and a long top of the lasting centuries, as peak technological 
development was reached. Gunpowder technology would start with a 
destructive efficiency somewhat below the other curve, thus for a whUe both 
technologies would overlap. For several hundred years destructive efficiency 
would increase, untU this technology reached its peak of performance and 
turned the top of the curve. 

This particular application will often reveal the turning-point of a 
technology s life cycle. It will not always enable management to predict 
exactly what will replace a technology, but may act as a warning that a 
replacement is probable. 

The technological forecaster would be likely to supplement these 
extrapolative predictions with forecasts made by other methods. For 
example, one approach is to postulate a desirable future technological state. 
The forecaster then logically evaluates the alternative technological 
developments and routes which would be necessary in order to achieve this 
state. From Ais it becomes possible to select an R & D path. In effect, the 
future state is an objective, and can be seen as similar in principle to the 
profit objective which a company sets itself in its strategic plan, before 
Identifying the various alternative strategic paths it might take to enable it to 
achieve the objective. 

Some similarities with this method can be observed in the scenario 
approach. This postulates a number of alternative future developments for a 
particular technology and the intuitive judgement of experts is used to assess 
what implications each of these alternative futures might have on the 
technology in question. The method does not attempt to identify what will 

happen: only the opportunities and threats that would arise if the futures did 
happen. 

One of the most well-known methods is the Delphi technique. Under this a 
panel of experts is selected, each independently making predictions of future 
developments. The method relies completely on expert intuition, for none of 
the members of the panel has knowledge of what will happen. At best, it 
provides an informal opinion of various possible breakthroughs md 




106 INTRODUCING CORPORATE PLANNING 

developments and their timing. In the final event it provides management 
with a series of alternative futures to which it might be worth applying 
research effort in order to achieve them. 

It is also possible to proceed in a different way. Experts are given a series 
of assumptions about new developments in technology, and are asked to 
evaluate where these would lead if they did come about. Again the results 
help management to decide whether the assumptions can be treated as valid 
research objectives, and whether their potential is Ukely to repay the costs of 
achieving them. 

Yet another method calls for an exhaustive analysis to identify all the 
technological requirements of a product. By reconstructing these in different 
ways, and taking note of Mkely developments, it becomes possible to isolate 
areas for research. 

The various methods all rely on the application of logical thought 
processes and expert knowledge and judgement to identify worthwhile areas 
for research and development. Because they are logical and systematic, they 
are likely to lead to better R & D strategies, helping the company to raise its 
own level of achievement. In a way, technological forecasting represents a 
practical way for man to gain control over his own technological progress. 
Because of this alone, it is worthwhile. 


Improvement 

The concept of a manager’s duty to continually seek to increase the 
profitability of his operation through improved efficiency is not new. Every 
government from time to time exhorts industry to achieve a higher level of 
productivity. Every good manager will from time to tune initiate special 
exercises to try to find better ways of carrying out certain functions. M^y 
companies possess departments of people dedicated to improvement-v^ue 
engineers, method study experts and development engineers to name a few. 
Some companies operate suggestion schemes in order to widen the scope ot 
the pool from which improvement ideas are drawn. 

Yet few companies really plan for improvement. In planning 
“improvement” I advocate the setting of profit-improvement targets to each 
division of the company, and creating an environment which will bring a flow 
of improvement projects for consideration and which will provide the 
necessary means of progressing and evaluating each project. It is rarely 
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possible for a company to produce a list of improvement schemes which will 
take place over the whole of the planning period. It is both possible and 
desirable to prepare a detaUed list covering the first 1 or 2 years of the plan, 
quantitative targets of profit earnings through improvement for all years of 
the plan, and a means of converting those targets into action. 

The corporate appraisal wUl, in many companies, provide a fund of 
basic things to do which will take the company some time to implement. 
In another situation the basic proposals may result from a consultant’s 
report. 

Thereafter, every divisional head would have the duty of meeting his 
improvement target and therefore producing, for his annual operating plan, a 
list of projects which will enable him to do this. The idea is not to cause 
managers to lop off necessary expenses, but to take action that will genuinely 
improve productivity. The principles to which they work is that standards are 
not lowered below acceptable limits, but that new approaches, materials, or 
concepts must be sou^t which will enable the company to meet the 
standards in a more profitable way. 

Some may argue that this is wishful thinking. I would refute this with the 
example of one of the world’s largest companies. Union Carbide Corporation, 
whose operations-improvement programme worked to pre-planned targets 
and was an unqualified success. The U.K. subsidiary planned and achieved an 
annual profit increase, brought about by doing things better, of 4% of annual 
operating expense (this, of course, is the profit improvement element and 
should not be interpreted as total annual profit growth). The U.K. company’s 
success is described by R Wilson in “The first five years as managing 
director {Proceedings of the Society for Long Range Planning, May 
1968-May 1969). 

Why should this method of working for higher productivity be successful? 
Firstly, it forces management thinking out of a rut, and creates a working 
environment where the whole company accepts that the words “we’ve always 
done it this way” have no relevance. Secondly, it makes managers 
accountable; they are expected to achieve improvement results, and know 
what is considered satisfactory performance by top management. Thirdly, the 
way in which the improvement programme is presented can enable ideas to 
come from every corner of the company, to cut across departmental 
boundaries, and to foster a friendly spirit of competition. 

The point is that a deliberate and planned attempt can be made to increase 
profits through greater efficiency, and no chief executive should neglect this 
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prospect when planning his long-term strategy. Improvement may not be as 
exciting as acquisition, but it may be a lot more sure, and may yield a much 
greater return on capital. There should be no strategic plan which does not 
meet a portion, at least of its primary objective by these means. 







CHAPTERS 


A PORTFOLIO APPROACH TO 
STRATEGY 


All of what has been stated about strategic planning has validity for 
organisations of all types and sizes. Diversified companies also face a further 
set of strategic problems which are really a need to sort out the product areas 
into a ranking of attractiveness, so that decisions can be made on which to 
develop, which to run without growth, and which to get out of. 

This need to identify an investment portfolio strategy, although in this 
sense the resource applied may be both money and people, occurs in 
companies of moderate size. It reaches its zenith in the major multinational 
conglomerates, where the issue of product portfolio is complicated by the 
further problem of geographical area. And in all cases there are not only the 
questions of grow, stay, or divest, but also the dimensions of how big (or 
small) and at what speed. 

Top management of such companies, after looking at the analysis in the 
two preceding chapters, might find that they agree in principle but do not see 
how it helps them solve the problems they are wrestling with. This would be a 
view with which I have considerable sympathy, since there is a need for a 
vastly different perspective at top-management level in the really complex 
companies. Without this it is difficult, or impossible, to issue sensible strategic 
guide-lines to divisions, or to know how to judge any plans put up to 
headquarters by the divisions. 

It is also clear that such strategic issues cannot always be tackled by 
examining them solely within the context of the current organisational 
structure. There may be growth and decline products in every division, there 
may be overlapping of product market responsibilities (for example, the 
company may be tackling the same market through more than one 
subsidiary), or it may be that the geographical areas considered in a strategic 
sense should be different from the organisational structure established to 
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meet the geographical dispersion of the market. This does not mean that the 
organisation is wrong in an operational sense: merely that for strategic 
decisions new combinations might be necessary. 

The response to these problems has been the development of a group of 
techniques of portfolio analysis. At the very simplest level an approach to 
portfolio analysis might be to rank business activities by size of profits, return 
on investment or cash flow, on an historic performance basis, adjusted for 
expected changes, and to classify this list into those which look good, those 
which are average and those which are poor. Cash flow can be a very good 
indicator for it is possible that areas with relatively low returns might, with 
minimum investment, yield funds which can be invested in profit-growth 
areas. 

In many ways this simple analysis may fall short of what is needed. The 
classification into good, average and poor is easy to suggest, but difficult to 
do. It is not always a simple task to define the differences, or to overcome the 
emotive objections that are almost certain to be raised. It also gives little 
guidance about the size to which the areas should change, or the speed at 
which the change should be made. Despite these objections, this simple 
approach can work well and has been used effectively by a number of 
organisations. 

One of the first steps to a more sophisticated analysis is to rethink the 
company into strategic business areas. This is a market-led exercise which 
may combine products which respond to different elements of the market 
(for example, different models of car) and geographical areas, into a relevant 
base for strategic decisions in relation to characteristics of the market, 
including competition. In this sense the relevant geographical areas for 
particular products might be Europe, North America and the rest: or the 
analysis might suggest only one area, the world. 

These classifications require fairly careful considerations about what is a 
strategic market and what is (for these purposes) an irrelevant segment of that 
market. Usually they mean that the organisation has to answer questions 
about its activities which it should be thinking about anyway. The 
reconsideration of geographical areas is an attempt to think about the 
products in relation to their market-life cycle characteristics as well as 
competition. For example, in Third World countries a product may be at the 
start of its life cycle, and the market might be showing very different 
characteristics to that in the U.S.A. or Europe, where the product may be 
mature. The consideration of the strategic business areas in relation to market- 
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inp considerations brings the need for a parallel study of how the market 
supplied: the end result of all the analysis should be a manufacturing strategy 

to support the investment strategy. 

A number of techniques have been developed to help comp^e® exaimne 
their strategies from a portfolio viewpoint. The method cho^n for 
illustration was originally developed by Shell CheMcals Pubhshed for 
wider use in 1975 .t In the first place it was designed for use m the 
petro-chemical industry, but it has been developed, modified and applied to a 
wide range of industry sectors. 

An interesting expansion of the basic techniques was made by consult^ts 
Harbridge House. The basic technique, termed the directional policy matrw 
(DPM) is a two-sided matrix. Harbridge House put a third dimension to tlus, 
called Risk Matrix (RM), which has added a number of excitmg Possible®- 
The DPM has two axes, which attempt to encompass all the issu 
are of critical importance when business prospects are evaluated. The 

Fig. 16. 

Example of D P.M. 


Prospect for market sec tor profitability 


Unattractive 


Attractive 


Phased 

withdrawal 


Phased 

withdrawal 


Proceed 
with care 


Proceed with 
care 


Try harder 


[c^ash generator Growth 


t Some of the material in this chapter is based on data provided by Shell Chemicals 
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horizontal measures prospects for sector profitability: the vertical axis 
examines the company’s competitive capabilities. Thus it is possible to 
examine whether the market opportunities are good or bad, and the degree of 
success the company is having in those markets. 

Figure 16 illustrates the matrix. Each strategic business area is plotted The 
position in the matrix is the intersection of a line drawn vertically from the 
^ctor prospects axis at the point relevant to the market, and a line drawn 
horizont^y from the competitive capability axis which measures the 
company s relative position. Thus if the company had a weak position in a 
market mth unattractive prospects its position would appear in the top 
eft-hand box of the matrix. On the other hand, a strong competitive position 
m an attractive market would give a plot in the bottom right-hand comer. A 
company with many strategic business areas can, by using this technique, plot 

It " comparison of the portfolio to be 

made, and the abels on the matrix provide an indication of the relevant 
Strategy applicable for each, but more of this later. 

Each represents a complex consideration of many factors. Ihe 
method of scoring recommended by SheU gives a maximum of 12 points for 
each axis, but other organisations using the technique have varied this to suit 
their purposes. The smaller the scale, the more differentiation is possible 

suSTy^weT'" differentiates 

Figure 16 has been scaled in twelfths to make plotting easier. It is also 
divided into nine equal squares, each indicating a particular strategy. In fact 
the edges of these squares should be interpreted as flexible lines, since there is 
y eed for judgement to be applied to any strategic business area which is 
p o e c ose to or on the borders of any of the nine squares. This is not a 
problem in practice, since the technique is not meant to be a “black box” 

StdTdZt 

sector prospects axis consists of three sets of factors: market growth- 
market profitability and quality; market supply. Each is given an equal 
weighting (that is each has a top score of 4 points). ^ 

Market growth is, of course, a very important determinant of prospects 
nd there is a lot to be said for seeking opportunities which have good growth 
prospects: certainly the rate of growth is relevant to investment decisions. All 

** investment into areas 

with high growth than in areas of low growth. But other things are rarely 
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equal, which is why market growth is only one element considered to be 

'"^Sr^g for the market-growth element should be made on the basis of a 
table, the mid-point of which is the average growth rate for the sectors_m 
which the company is interested. An example of such a scale developed for 
oetro-chemicals is:- 


0-4% 

p,a. 

0 points 

5-7% 

p.a. 

1 point 

8-10% 

p.a. 

2 points 

11-14% 

p.a. 

3 points 

15% and over 

4 points 


The second element for consideration is profitability. However, what is 
important in a business decision is not just whether profits can be made at a 
hidi enough level, but whether consistent performance is possible, and 
wSther thTre is a potential threat to performance because of ease of entry 
into Ae market or other factors. The concept may be described as market 
quality, and a score is reached after consideration of questions such as. 

* What is the sector profitability record? 

* Are margins maintained in over-capacity situations? 

* A^e ther? many customers and few producers (good), or few customers 

and many producers (bad)? j,.„+c9 

* How susceptible is the market to substitution by other products. 

* How restricted is the technology? 

* Does the market develop after-sales business (as, for example, in the 
spares market caused by the sale of diesel engines)? 

These questions will require variation for particular businesses. Some^may 
not be important, but there may be vital factors in some markets which 
should be included. It is not a difficult task to adjust *e list j . 

The last group of factors consists of a consideration of the industry 
ability to supply the market, and to match market growth. This is not only an 
exandnation of capacity, but also would embrace raw-matenal supplies and 
component availability. 


ICP - E 
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tf Aree'troum'’o?f 

tr~=£iF£»£> 


4 points 

3 points 

2 points 
1 point 


Leader 

Major producer 

Viable producer 
Minor 


a company whose pre-eminent market position makes 
It price leader. The market share associated with 
tms state is variable, and does not imply a majority 
share where there are many competitors. 

where no one company is a leader, but where there 
may be a number of major producers. 

a strong viable stake, but below the top league. 

less than adequate to support R & D in the long run. 


.xouuotjon or supply capability covers the company’s own ability to 
support Its activities in the market-place. For exaLle in 70,7.7 ^ ^ 

of s"ze the cnmn “'c but because 

ompany may face delays and shortages of key bouaht in 

omponents. Or the company may be a more economic produLr than its 
competitors. This element is a composite of questions, such Z " 

I of production of the company vis^-vis the market. 

* Ra^ml^t fbe market. 

Kaw material and components availability. 

should be adapted to fit the particular business. 

suD^rt company’s ability to give market 

pport This would cover product research and development chstribution 
after-sales service and any other elements necessary. distribution. 
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Fig. 17. 

Example of D.P.M. 




Figure 17 shows the matrix with some hypothetical strategic business-area 
positions filled in. Additional at-a-glance information can be provided by 
using different colours to indicate the relative importance of each to 
corporate profits. The same result can be gained by making the area of the 
dot proportionate to importance, but this involves a lot of calculations to 
work out the appropriate areas. The hypothetical example is not meant to do 
anything except demonstrate the use of the method. Compames may find 
that their plotted positions occur in any distribution. , . * u 

The meanings, and I must stress that these are indicative only, given to each 

box are: 


* Disinvestment 

Products falling in this area will probably be losing money-not 
necessarily every year, but losses in bad years will outweigh the gams in 
good years. It is unUkely that any activity will surprise management by 
falling within this area since its poor performance should already e 
known. 
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* Phased Withdrawal 

A product with an average to weak position with low unattractive 

^ portion with average market prospects is 
ikely to be earnmg any significant amounts of cash. The indicated 
^rate^ is to reahse the value of the assets on a controlled basis to 
make the resources available for redeployment elsewhere. 

^ Cash Generator 

A typical situation in this matrix area is when the company has a 
product which IS moving towards the end of its life-cycle, and is being 
replaced in the market by other products. No finance should be allowed 
or expansion, and the business, so long as it is profitable, should be 
used as a source of cash for other areas. Every effort should be made to 
maximise profits since this type of activity has no long-term future. 

' Proceed with Care 

In this position, some investment may be justified but major 
investments should be made with extreme caution. 

Growth 

Investment should be made to allow the product to grow with the 
market. Generally, the product wiU generate sufficient cash to be 

se f-financing and should not be making demands on other corporate 
cash resources. 


Double or Quit 

Tomorrow’s breadwinners among today’s R & D projects may come 
from this area. Putting the strategy simply, those with the best 
prospects should be selected for fuU backing and development. The rest 
should be abandoned. 


* Try Harder 

The implication is that the product can be moved towards the 
leadership box by judicious application of resources. In these 
circumstances the company may wish to make available resources in 
excess of what the product can generate for itself. 

* Leader 


lie siiraiegy snouid be to maintain this position. At certain stages this 
may imply a need for resources to expand capacity with a cash need 
wluch need not be met entirely from funds generated by the product 
although earnings should be above average. ^ 
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The first use of the matrix is fairly clear. It is to do the strategic 
sorting-out job discussed earlier. The matrix may also be used to explore gaps 
irlhe portfolio. A company that has all its interests in the “leader” box 
unlikely to generate sufficient cash to exploit all its opportunities, maybe t 
pressing need is to obtain a cash generator. A company with most of its 
Lerests in the “proceed with care box” is likely to have a pressing need to 

A^S use^is to evaluate competitors as well as one’s own position in the 
market-place. (For this purpose it is possible to use the matrix to compare 

oroducts instead of strategic business areas.) 

^ Risk and sensitivity have already been discussed at some length in earlier 
chapters The concept of risk was applied to the DPM in order to provide a 
different perspective to the portfolio. The Risk Matrix (RM) was dewloped 
for this purpL, although it is also a technique which can be used wifhout 
the DPM. Used together the techniques provide a very powerful too . 

RM is another matrix which is also divided into nine equal squares. T^e 
horizontal axis is the same as that of the DPM; for sector 

profitability. The vertical axis is very different and measures risks r 

busmess^enwonme^t.any necessary to draw an interim 

woridng matrix which lists down one side the major environmental n^ks f^ced 
by the company, and across the top, each of the strategic business areas. 

gives a simple score sheet. 


Impact 


Probability 


Extremely high 


Relatively low 


A certainty 
Very likely 
Quite possible 
As likely as not 
Probably not 
Highly unlikely 
Impossible_ 


me miorenviionmental taes may be derived from analysis, as has been 
sug»sted earlier, from brainstorming sessions with groups in O'® ” 

;;?,:::.ion„aire; answered by expert opinion in the company a on what 
the Simlficant threats. Typically, the result will be 10-15 key issues. 
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moves in key countries and similar items. 

The next step is to rate each issue for impact and probability both beine 
scored on a range of 0-6 as described below. ® 

nSV^ been assessed, the impact score should be 
A ^ probability score giving a maximum score of 36 for each 
factor and a minimum of 0. Examples are: 


Impact Extremely ffigh and Probability 
High 
Low 


A certainty : 6 x 6 = 36 
Very likely : 4 x 5 = 20 
Very likely : 1x6 = 6 


bp fb 7 , '^''riuiig matnx (the answers wiU not necessarilv 

be U.e san.e for each strategic b»i„ess area). Add dre scores tor ealsZe jc 


Fig. 18. 

The risk matrix 



Note: ratings for market 


prospects axis as in D.P.M. 
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business area and calculate an average score (divide total score by the number 
of relevant environmental factors). This provides an answer fo^ach strategic 
business area, with a maximum possible average score of 36. The nsk axis is 
therefore graded in the example shown in Fig. 18 in 36ths. 

Using the scores for the two axes it is possible to plot a risk position for 

each of the strategic business areas. 

Now if this is imagined as a third dimension to the matrix (impossible to 
draw in a usable way, but easily handled in narrative terms) it becomes 
possible to simultaneously perceive the DPM position and the degree of ns 
involved. While consideration of RM by itself may lead to strategies to reduce 
risk (see Chapter 5) or to a realisation that action has to be taken to a^ust 
the company’s balance of risks, an examination in conjunction with the DPM 
mav lead to other considerations. 

For example, a strategic business area which falls in a divest box may have 
the need for speedy action underlined if the degree of environmental risk is 
liigh Similarly, the company ought to be aware of the increased chance of 
the drying up of a cash generator if this, too, is subject to high risk. A more 
confidLt investment in a growth box can be made if the risks involved are 
low. It may also be easier to make decisions on the “double or quit areas if 

the degree of risk is assessed. u 

The concept of the third dimension to portfolio analysis can be used to 
explore other factors of significance to the company. It is possible to take a 
particular issue and to analyse the areas in relation to this. It may be wort 
Lmining strategic business areas in relation to energy consumption, 
proneness to inflation or cash requirements. 

None of these tools replace management judgement, but they do help pu 
problems into perspective. The techniques can be applied analytically as a 
planners’ tool, although this means that they will have a good chance of being 
rejected in many organisations! A better approach, which leads to acceptance, 
is to assemble panels of senior and knowledgeable managers to make ratings 
for the strategic business areas which fall within the boundary o eir 

knowledge. Such facts as can be assembled should be, for this reduces the 
need for assessments based on judgement and eliminates a great deal ot 

older to pin down the assessments it may be of value to carry out the 
DPM exercise twice: once based on historic data and the other on forecasts. 
This helps to define the difference in perception that managers may have, and 
should avoid the projection of past trends willy-nilly into the future. 
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M extension of the panel approach is to use DPM and RM as a group 
technique at various levels and areas of the organisation, exploring with 
managers the tpe of data needed to carry out the analysis (and this is the 
same data which should be used for other aspects of planning) and discussing 
with the groups the degree to which their assessments match, or do not 
match, those of other groups. This behavioural approach is invaluable 
m creating involvement in planning, can be used as a vehicle for improving 
mdmdual planmng skills, and provides an interesting underpinning of the 
analyses carried out at the higher levels. Where correlation between the two is 
good such a use of the technique can help the company gain an understanding 
0 the portfolio stratep' adopted and a commitment to its implementation. 

evidence of a difference in perception between the 
different levels, and the company may need to take positive action to reduce 
s gap. ^thou^ in theory top management can implement its portfolio 
s rategy throu^ its control of capital, in practice implementation of any plan 
requires a high degree of commitment. There is much more to strategic 
plaiming than portfolio analysis, and all the other aspects discussed in this 
ook remain even after the portfoUo strategy has been decided. The desired 

end product of planning is not analysis but action, for only action can lead to 
results. 

A final word of caution should be added. Portfolio analysis techniques 
which lay stress on the competitive position suffer when they come up 
against a business area where this is unimportant. For example, however 
profitable horticulture or agriculture might be, the chances are that the 
company would score badly on the competitive axis (every producer has a 
imnonty share) The benefits of farming might be land appreciation and tax 
advantages which would not show clearly on the matrix. 

Simlarly a viable policy might be to be a small market share operator 
prodding an alternative for those purchasers who do not like the maior 
market shareholder. This is, of course, more likely to be a small company 
strategy than a large one, and for small companies DPM is less likely to be 
usetuL For the larger company, the DPM should offer an opportunity to 
que^ion the strategy, which is not the same as assuming it is wrong. 

ms chapter ends with a thought that has been stressed several times, 
ec niques give perspective to management judgement; they do not replace it. 


CHAPTER 9 


FINANCIAL PLANNING 


It would be very easy to begin every chapter in this book with the words 
“this is a critical area for the success of corporate planning . It wou so 
true for every chapter covers an aspect which must be considered important 
if the corporate plan is to play a real part in the management and growth of 

planning is a key activity. Everyone knows that the most 
exciting of development plans will only come about if it can be 
financed-anyone who has worked on economic development projects in an 
underdeveloped country will be well aware of that all too familiar tarte of 
bitterness when a carefully developed and patently viable scheme has to be 

shelved because there is no capital avaUable to implement It. 

To remain in business a company has to stay solvent It must also have 
sufficient liquid funds to meet its debts and to provide the means of future 
expansion. Lack of Uquidity can bring the coUapse of the mpst aggressive o 

companies. 

So financial planning has three mains tasks: 

* to ensure the company remains solvent, 

* to ensure that it has no Uquidity problems, 

* to provide it with the financial resources for growth. 

These are, of course, the aims of good financial manageme^ 

I beUeve that financial planning has two dimensions. The first is the 
eisSn of ,he con.p.„ys plans in such . way 

the financial needs, problems and opportunities of the company. The seco 
toeSnTs in the realms of strategy, ranging from the selection of a means 
of financing to the management of the company’s surplus funds, and through 
oompa^ys gen.,.1 polioies. Somewher. during .ins ^cond 
process,^ financial planning exerts an influence on the company s Strategi 

121 
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Han: it may act as a constraint, preventing the company from taking an 
action that will cause a drop in current profits; it may state that project B 
simply cannot be financed: or it may act as a goad to stimulate further capital 
investment so that cash balances are reduced. 


The First Dimension of Financial Planning 

Before the more complex aspects of financial strategy can be considered 
the company must develop a method of projecting its financial requirements 
into the future. Financial managers almost invariably work in the future 
igurmg^ the needs and resources of the years to come, and the financial 
directors office in many companies is the one place where long-range 
orecasts of performance may be found, and where an attempt has been made 
to identify future problems. 

Corporate planning offers financial management a sharper tool: it replaces 
estmiates of a purely accounting nature with firm plans and programmes of 
action. It therefore brings to financial management the probabihty of a higher 
degree of accuracy, a monitoring and control process that enables revision to 
take place where appropriate, and a method of identifying financial needs 
w ch IS future-oriented, rather than based on past performance. For the 
weU-run company, corporate planning will not introduce a system of financial 
p a^ng that is revolutionary-but it will provide a method which is better 

The methods of strategic and operational planning discussed in the 
appropriate chapters of this book enable the company to prepare an estimate 
of future profits under a certain defined and detailed strategy, and with a 
road picture of the capital investment that would be required to effect this 
strategy. Sometimes these figures will be expressed as a range, rather than one 
smple number, but this does not affect the value of the estimate. There will 
also be an estimate of that other generator of cash, depreciation, since this 
can be picked up m some cases directly from the operating plans, while 
de^ciation on new investments can be calculated from the Strategic Han. 

Thus from the predetermined intentions of the other segments of the 
company come detailed estimates of three of the main elements of a simple 
cash-flow forecast-profits, capital expenditures (or capital inflows from 
ivested assets) and depreciation. The remaining elements of the cash flow 
M either within the responsibility of the financial manager himself, or the 
plans provide him with the mean of estimating changes in position; for 
example, variations in debtor or creditor relationships, inventory levels. 
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income from non-trading sources (including interest received), interest 
payable, dividends and taxation. 

Two basic documents should be prepared from these data. The first is a 
statement of fixed and working capital requirements for each year of the 
long-range plan. This makes more sense if provisional priorities can be 
assigned to projects. In some cases, as suggested, the resultant figure will in 
fact be a range: in others more projects may be listed than the company will 
carry out—for example, the company may undertake project A requiring 
£50,000 investment or project B requiring £75,000, but has no intention of 
doing both. 

The second document is a long-range cash-flow statement, giving an 
estimate of the financial resources that will become available, and showing 
these against the company’s needs. In this form the cash-flow statement's a 
useful tool, but it can be given a still keener edge. 

Some form of risk analysis should be applied (see Chapter 5) so that it is 
possible to see the effect on capital availability that a reduction in profits 
would have. If the risk analysis suggests that future profits are only 90% 
secure, it may be desirable to reduce the cash flow accordingly, rather than to 
rely on a source of funds which may not materialise. 

A cash-flow statement on a yearly basis may only be a partial indicator of 
capital needs and availability. Most businesses have a seasonal variation of one 
sort or another. To ignore this can be very dangerous, since it could lead the 
company to under-estimate its capital needs at certain times of the year, thus 
r unnin g into unexpected liquidity problems. 

It is necessary for an estimate to be made of constant and variable capital 
needs. (Constant capital is the fixed capital of the business plus that level of 
working capital wWch is needed to maintain operations in the slackest 
period-say for a month-of the year. Variable capital is that additional 
element of working capital that may be required over and above the constant 
level to finance the company at other periods in the year.) These will, of 
course, vary from business to business-the more seasonal the nature pf its 
activities the greater will the gap between constant and variable capital 
become. A good system of financial planning will include a regularly rewsed 
short-term cash-flow forecast based on the annual budget. From this it is 
possible to calculate constant and variable capital needs for current activities: 
the long-range plans should provide sufficient data to enable an estimate to be 
made of constant and variable capital requirements over future years. These 
wm, of course, be related to the long-range cash-flow forecast. 
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These estimates provide the financial planner with the raw material for the 
development of financial strategy. Up to this point the planning activity has 
been rather passive, being simply the analysis of other people’s data. The next 
phase is more dynamic. 


The Second Dimension of Financial Planning 

In rare and exceptional circumstances it may be that everything adds up 
conveniently, and that the only financial planning required is to look at the 
forecasts and decide that cash inflow would equate with cash outflow, so that 
nothing need be done. 

When making this assessment the financial planner should bear the 
objectives of the company in mind. A growth in earnings per share objective 
may inhibit the raising of capital from new share issues for example. 
Constraints attached to the objectives may restrict the amount of money 
which can be borrowed. Assuming the cash flow fits in with the objectives 
and constraints, and still balances within reasonable limits, he has no 
problem. 

But this is not a likely situation. It may be that the cash flow will show an 
accumulation of liquid funds that will reveal a strategic problem of its own, 
or even more probable in an aggressive company pushing growth to the limit, it 
will reveal a shortfall of resources that has to be made up of borrowing or 
capital injections of one sort or another. 

This picture in itself will be an over-simplification, since the cash flows will 
be based on certain policies which themselves may be changed to give a 
different outcome. Additionally, the picture revealed by the forecasts may 
not suit the overall strategy of the company, and certain changes may have to 
be made: for example, it may be argued that the acquisition planned for 18 
months hence would be more readily financed by an exchange of shares than 
a cash offer. Hence^ it may be necessary to change financial policies to ensure 
that the company’s own shares are in a stronger position on the Stock 
Exchange, and therefore more attractive to the vendor of the potential 
acquisition. 

Many elements of the cash flow require a defined financial policy. That 
policy is part of the process of financial planning and will be varied to enable 
the company to achieve its overall objectives. It is worthwhile examining 
some of the areas that respond to financial planning and some of the policy 
changes which may result. 
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Working capital 

The company that has a surplus of funds is often wasteful in its use of 
working capital. When it gets to the stage of having to borrow (particularly in 
times of credit squeeze, or when interest rates are high) it tends to look 
inwards to see how it can be more sparing in its use of money. If economies 
can be made, they will also have the effect of increasing the percentage return 
on capital, and may thus assist in meeting the company’s goals in another 
way. Working capital may be reduced by decreasing the amount of trade 
credit given, increasing the amount taken, or applying more stringent control 
to raw material and finished product inventories. Naturally these areas are not 
the sole responsibility of financial management. Every operating manager has 
a duty to consider this aspect of company policy, and the questioning aspects 
of planning—for example, the corporate appraisal—may be expected to take 
an interest in the problem. But it is frequently the financial side of the 
business which focuses full attention on these policies. It is likely to be the 
financial manager who is aware that the cost of money has risen and that 
where last year it was economic to buy raw materials in extra large quantities 
to secure better terms, under current conditions the cost of financing the 
extra inventories may exceed the discount gained. Similarly, it is the financial 
manager who is best fitted to see when trade debtors are too high, and what 
action should be taken to reduce the amount of credit given. 

Dividends 

A company is run for its shareholders (although many would argue that it 
is not run for their sole benefit; there are other “stake holders also), and the 
dividend policy will have an important effect on the cash-flow position. If 
capital is needed for growth it may be possible in the case of a private 
company managed by its owners to reduce dividend payments. In this case the 
owners are in a position to assess the chance of future earnings against present 
cash receipts and are qualified to take the appropriate decision. With a public 
company it will almost certainly be undesirable to reduce dividend levels 
(unless, of course, the company expects to earn a reduced level of profits). 
Such an action would almost certainly have an effect on the company’s share 
price on the stock exchange. This could mean that existing shareholders 
would lose capital, as well as taking a reduced income. It could resuh in 
protests from shareholders—and incidentally make the company a potentially 
more attractive take-over fish for another company’s net. The effect will 
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vary with the size of the decrease in dividend, and what this represents 
as an earnings percentage of current share price. 

A decision to increase dividends may be taken-subject to government 
restraints-when the earnings position is so good that the board feels that it 
would be in the best interests of both the company and shareholders. 
Alternatively, such a move may be made to strengthen the company’s 
position on the stock exchange. 

Taxation 

Taxation planning is a specialist subject all to itself, and one which has its 
own experts. (The cash-flow statement should show tax in the year of 
payment, not the year in which it is incurred.) The comphcations of tax 
legislation will vary in its effect from business to business, and may be 
particularly complex for the multi-national company which deals with the tax 
aws of many different countries. Fiscal incentives may affect the company 
expansion or diversification policies, and must be taken into account when 
detailed evaluation is made of projects. 

The objective of taxation planning should be to ensure that the company 

pays only that minimum amount of tax which it is legally bound to, and no 
more. 

In the forward cash-flow forecasts, assumptions have to be made about 
levels of taxation likely to apply in the future. This can be a difficult 
operation, and the assessments made are unlikely to always be correct As 
wiA some of the other factors, it may be advisable to apply some form of 
nsk or sensitivity analysis to the figures, so that the effect of an erroneous 
forecast can be considered. 

Fixed capital 

Ihe estimates of fixed capital requirements will be rather broad, and in 
thinking about these the financial manager is beginning to move in the 
irection of his next problem-how to use the cash flow to ensure the future 
of the company. Nevertheless, at this early stage, it may be necessary to 
explore some of the options attached to the estimates. If the provisional 
figures suggest a ti^t capital position, it may be worthwhde re-examining 
policies about renting or buying business premises, or hiring rather than 
purchasing assets. In this way it may be possible to reduce the capital 
requirement without having to cut out investment essential to the success of 
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Depreciation 

Within limits a company may make its own depreciation policies, and 
depreciation is an item of the greatest importance in the cash flow of many 
companies. In fact depreciation rates do vary from one firm to another the 
treatment of salesmen’s cars is a prime example-and an extra high or extra 
low rate of depreciation will have the appropriate effect on profits. 

Although a cautious depreciation poUcy may appeal to th^e prudent, it is 
dangerous if it results in the company’s assets being under-valued. Agamthj 
policy could help the company to become a candidate for a t^e-over bid, 
Ld Luld result in shareholders receiving less for their shares than is really 
their due. Over-cautious financial management is rarely good management. 

The problem of excess liquid funds 

It may be that the cash-flow forecasts will show a surplus of liquid funds 
over requirements, even after the adjustments made under a careful sensitivity 
analysis. The use of surplus capital presents a plannmg problem for the 
financial sector of the company: if the surpluses are embarrassingly large, 
they may represent a strategic problem. There have been cases where a 
company has been a subject of a take-over bid, largely because of its liquid 
fund position. In any event, a very high ratio of non-operatmg to operatmg 
capital may make it difficult or impossible for the company to earn an 

acceptable return on investment. . 

Where cash surpluses exist, whether they are moderate or excessive, it is 
the duty of the financial management to earn the maximum from them, e 
cash-flow forecasts, and the estimates of the variable capital element provide 
the financial manager with a tool whereby he can assess the length of term he 

can afford to offer when investing his surplus funds. 

The existence of surplus cash should not prevent the company rom 
managing weU, and it should be as stringent in its examination of working 

capital requirements as it would be in a time of financial shortage. 

One thing that should not be overlooked in long-term financial plannmg is 
the possibility that an acquisition may be financed by means other than a 

cash purchase. This is dicussed later. 

Analysis of the environment is of great importance to financial plannmg 
whether in conditions of excess or shortage of liquid funds. Financial 
management must be interested in the general trends of interest rates, and in 
Ae expected position of the money market. From forecasts of general 



^ introducing corporate planning 

economic health, it is but a step to assessments of the probability of the 

under. The financial manager should also be interested in prospects of 

Its need r 'd ‘=°«"tries within which he has a financial relLonship. hr 
Its need to consider external factors, the financial sector of the company £ no 

different from the other parts of the company, although the type of risL and 

effects to which it is subject may not be the same. or risjcs and 

The problem of financing projects from other sources 

For many companies the luxury of surplus money in the bank is a state 
they may dream of but will never experience. And for many it is an 
undesirable state, for there is a good deal to be said for gaining a larger return 
on shareholders equity from the use of borrowed capital. This presumes that 
the company can earn more on its project than the interest it pays. (It is a 
very thoughUprovoking situation when a company earns less for its owners 
than if they had put their money on deposit in a building society.) 

Certam elements of financial policy have to be considered before the 
company can plan its sources of funds. Perhaps the first is the extent of 
geanng which whl be considered acceptable. In other words, a policy for 
debt/equity ratio should be laid down (unless such a policy forms one of the 
constraints under which the company operates, such as the previously quoted 

cTcumLnce). 

A second area of the policy is the way in which the company will use 
short-, medium- or long-term financing. If the management holds the 
raditional wew that short-term borrowing never be used to finance the 
purchase of fixed assets, this should be defined, aarification of policy at this 
sta^can save considerable wasted time at the next stage of planning. 

The long-range financial plan should try to show where the funds that the 
company requires will come from. In normal circumstances the company has 
a choice between raising further equity, or obtaining a short-, medium- or 

2 r r t ^ fr an upper 

In making its decisions the company will have to consider a number of 
factors, varymg from the state of the money market to control and yield as 

well as bearing in mind the company’s ever-present need to maintain both 
liquidity and solvency. 
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The main factors to consider before extending the equity base of the 
operation are: 

* The possibility of loss of control through the issue of further shares 
(assuming here that there are no unpaid balances on existing shares that 
can be called up). 

* The effect on stock exchange prices which an additional share issue 
might have: again this could through a weakening in price lead to a loss 
of control. 

* The particular state of the money market and the relative costs of 
borrowing. 

Of course this is an over-simplification of the situation. A private company 
in a very strong and healthy position might find it advantageous to go public, 
and in these circumstances might so arrange things that the original owners 
still retain effective control. 

If the plans show that major acquisitions are being sought, the company 
may have to be prepared to change its capital structure in order to be able to 
make an offer based on exchange of shares. This might be very desirable from 
the point of view of the vendor company, however unattractive the buyer 
might find it. Under current conditions cash is not always an acceptable 
alternative, even when the would-be buyer has sufficient liquid resources. If 
the acquisition strategy is really serious, the company must be willing to 
shape its financial strategy to suit. 

There are alternatives to cash or shares as purchase consideration, varying 
from straight debt to convertible loan stock. The final solution can, of 
course, only be found in the light of the particular acquisition. What is 
important for the long-range financial plan is an awareness of the alternatives, 
the selection of priorities, and the clearing away of the difficulties that might 
prevent the company from implementing its preferred solution. 

One maxim of greater importance to all funding-operations is that it pays to 
be right in the assessment of funds needed. Often it is a much simpler matter 
to raise one large loan than two smaller ones—for example, in many situations 
the obtaining of £250,000 may be an easier operation than that of raising one 
loan of £200,000 and another of £20,000. Raising too much money, on the 
other hand, may lead to additional expense. But on the whole it makes more 
sense to be optimistic rather than pessimistic in assessing the amounts needed. 
The lack of that last few thousand pounds can endanger not only the 
particular project but the whole company. 
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Sources for raising loan funds are weU known. Under normal 
circumstances bank overdraft may be the simplest and cheapest method of 
obtaining working capital, particularly for a business with a seasonal rise in 
working capital requirements. In times of credit squeeze this source may not 
be so readily available. If the long-range plan shows a situation arising in the 
future that can be solved with a bank overdraft, there may be little for the 
fmancial director to do to prepare the ground, apart from making sure that 
he, the company, and the likely need are knovm to the various banks with 
whom he deals. It may be advantageous to obtain promises of support before 
the need arises, while he has the weapon of being able to transfer his account 
to another bank that might promise to be more obliging. Similarly, he may 
find it advantageous to divide current business between two or more banks, in 
order to be more flexible in the future: much depends on the size of the 
account. In some circumstances it may be better tactics to be a medium-sized 
customer of one bank than a relatively small customer of three. 

Subject to exchange control regulations, it may be possible to raise a loan 
outside the country of operation. For example, Euro-doUars are a possible 
source of funds for U.K. companies. 

Debentures are a traditional source of long-term debt, and tend to carry a 
relatively low interest rate as the risks are relatively low. There are different 
types of debentures that can be issued, but the success of an issue is likely to 
be dependent on both the standing of the company and the state of the 
money market. If the general rates of interest are high, debentures may be an 
unwise approach for the company, since to be attractive the rates of interest 
offered will also be high-and the company ivill have to continue to pay this 
rate over the whole period of the debenture, even though the general rates in 
some of these years may be lower. 

Industrial medium- and long-term loans are often available from specialist 
undertakings. 

For the company who cannot or does not wish to use these sources of 
funds there are others available. It may be desirable to sell and lease back 
industrial property, thus freeing capital hitherto locked up in land and 
buiMngs. No interest is incurred on this transaction, although a rent will have 
to be paid which will have its effect on the costs of production of the 
company’s current range of output. 

Some form of lease-hire may be used for certain other assets. The principle 
most usually apphes to motor vehicles, but can be extended to items such as 
office furmture. A firm with a large lorry fleet could release a considerable 
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amount of capital by turning to lease-hire—and some companies believe that 
lease-hire is in any case the cheapest method of operating for them. 

Additional working capital can be obtained from factoring debtors. For 
many this may be an expensive solution, but may be a possibility which 
cannot be ignored. 

A company with international operations may have to think 
internationally when it comes to raising money. It may operate on an 
overdraft in Australia, and have a credit balance in South Africa. Here there is 
a need not only to compare interest rates against each other, but to consider 
legislation, government policies, and the economic possibilities of each 
country and its currency. It may also be easier to raise a loan in one country 
than in another-and some countries may have specialist industrial loan 
bodies which others do not possess. 

The legal environment must be considered in aU decisions. It is of no use 
to plan to obtain all your Australian subsidiaries’ requirements locally, if they 
fail outside the borrowing restrictions imposed by the government on 
companies whose ownership is vested in non-Australian sources. In the U.K. 
there are also restrictions on the borrowing activity of the foreign-owned 
company. Most countries have legislation preventing the free flow of funds 
between international boundaries. No financial planner can afford to plead 
ignorance of restrictions when devising the firm’s long-range financial 
strategy. In the worst cases he could find himself in jail; more likely the 
sources of funds he had planned will just not be available when the time 
comes, and the company may have to curtail its expansion plans or even be 
put in a position of poor liquidity. 

The company’s emerging financial strategy should also take the tool of 
public relations into account. It may be that from an awareness of the 
company’s future financial position will come a realisation of the need to set 
particular P.R. objectives for the financial function. The company which is 
well known to the investing public has a better chance of success when it goes 
to that public for funds. Similarly the explanation for an off-trend drop in 
profits may be accepted by the Stock Market if the company has the right 
sort of image, but rejected totally if the company has no positive image at all. 
There may be a need to use specialist financial P.R., although this should 
always be linked to the company’s general P.R. activities, and should not 
attempt to position the company as something different from the image it is 
trying to build up within the more general field. 

Just as the cash-flow forecast assists in deciding the term for which surplus 
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CHAPTER 10 


PLANNING FOR HUMAN RESOURCES 


The Need 

The kchievement of any set of corporate objectives ^ 

deDlovmUt of the two basic resources of money and people. Deficiency 
Ser of thes^^ areas can reduce the best-laid strategy to a valueless 

'’‘"SrG^man resource is the most neglected of the two in the field of 
Iona rante planning. Where the limiting effects of a capital shortage are fair y 
essfriorfserthe constraint caused by a deficiency of human resources is 
noTso Eul’ Siere are many reasons for this. The quality of all money is 
the saiT but the requirement of people has both a quality and a quantity 
oarametei While lack of capital may be an insurmountable obstacle, the right 
Lmber of bodies can often be obtained by emergency measures-such as 
paytag bove average salaries-whatever effects this might have 
Sabiiity Perhaps, too, the problem of long-range planmng in the 
^3,1 Md 1, mo„ complex then to. 

needs Certainly, there are some companies which have still g p 
problem of effective personnel management in the present: those who cannot 
!ee eve| the problems of the moment can hardly be expected to foresee those 

°^WOTAwMe long-range personnel planning can only take place if Ae 
nerscXl Tnction is regarded as a real part of the management earn. TEe 
Lrsonkel department must be kept fully informed of corporate Plans. 

E can radically change their perception of personnel problems^ A 
personnel department that is regarded solely as a records 0 ^“, and v^i 
olavsTo part in management decision-making, is unlikely to be able to ma 
fwmlwhde^ontribLn to the achievement of corporate ol^ecti^s To 
play ak effective part in a company’s^future, the personnel function must 
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right have a place at the management table, to dine on the full menu of 
information and free discussion; it should not be regarded as the child, fed on 
a restricted diet of what is good for it, or, worse, as the dog under the table, 
pouncing hungrily on the scraps and titbits of data which are thrown down to 
it by its masters. 

To my mind, all management has a responsibility for personnel matters, 
and these should be considered in conjunction with the other relevant factors 
in any decision process. In addition, the personnel department has a 
particular duty for all forms of personnel planning, and the corporate planner 
has his usual task of making sure that planning takes place, and that it is 
compatible with that undertaken in other areas of the company. 

Any system of personnel planning has two main facets. There is firstly the 
portion which appears in formal long-range plans—as, for example, the 
manpower plan. The second aspect is a formal approach to certain continuing 
problems, and consists of current procedures and systems—for example, 
salary administration systems and job grading. 

Organisation Planning 

One of the basic tasks of any manager is to organise, and a system of 
relationships between different people exists in all enterprises. In the smallest 
of businesses there may be no formal definition of these relationships. The 
chief executive knows everybody, himself participates in virtually every 
decision, and may well perform a wide range of functions personally. As 
companies increase in size it becomes desirable to formalise the situation, and 
to express the relationships in an organisation chart. There are few companies 
of any size which do not possess this basic planning tool. 

The simplest form of orgamsation is the pure line. This has the benefit of 
simplicity, and gives unit of command. There is no doubt who the leader is. 
Under this system no link in the chain is omitted when passing down orders 
or receiving information back. As each manager has to perform all staff type 
tasks as part of his usual duties, the scope of management is very limited. Any 
company of anything but the smallest size soon finds it necessary to employ 
specialists to reUeve managers of certain duties—for example, personnel 
matters. Some way of incorporating these staff relationships has to be 
developed, and the most commonly used form of organisation is the “line and 
functional” system. 

In its traditional form this type of organisation chart takes a pyramid 
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shape with the chief executive sitting in the apex. The symmetry of the chart 
may be marred by the need to accommodate adwory ""d semce 
departments-thus the corporate planner may be shown clmgmglike a limpet 
to the chief executive, outside of the traditional triangle. 

Within the pyramid there are lines of direct reporting relationships and, 
increasing in tLse days of speciaUsation, lines of functional authonty. An 
example of the latter is the way in which a product manager may have special 
relationships with a sales force who do not report to him. 

Ihe purpose of the organisation plan is to aid commum^tion, and to 
ensure tLt all reporting relationships are fully understood. This avoids the 
situation where Messrs. X and Y each think Mr. A reports to Aem-despite 
the impression of A that he reports to Z. In a simple organisation where, for 
example the lines of authority may separate into the twin streants of 
production and marketing, there may be few such problems. Cornparative y 
few companies face such a simple situation; the large firm is of necessity 
divided into product divisions, and may have a network of subsidiaries 

As the organisation plan fulfils a communication need it i^tal that the 
number of layers in the chart be reduced to as few as possible. The greater the 
number of la^s, the more likely there is to be a blockage 
and the more remote from top management will the people at the bottoin 
become. At the same time the principle of the span of 
individual manager must be taken into account, and no person should hav 
mom people than he can control reporting directly to him. Various numb 
have been suggested from time to time as the maximum in the span, and it 
tlrto bflgmatic about this. In any case, the span will va^ with the 
person^ ability of each manager and the extent of use n^ade of such 
techniques as operational research in the decision process. The span should be 
as smaU as possible, and I would be worried where it exceeded seven people 
and seriously concerned if it exceeded ten. But the right answer is affected by 
the nature Ld level of the jobs reporting to the manager, and it is unwise to 

be designed to enable intonnal relaflo. 
ships to Lvelop between people. It is often these relationships operating 
Sin the frantework of the formal plan which ensure that the company 

plans „ .ha, d,ey mccpora.. a n^be. 
of “one over one” situations. These should be avoided. They crea e ^ 
satisfactory personal relationships, do not make the best use of a manager s 
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to him, and tend to increase 

tne number of layers in the plan. 

actM«^'!ndTh*^?^?’ associations of 

activities, and should be grouped into profit and cost centres. They should 

Ilow the pnnciple of holding a manager accountable for his own area of 

outflow of 

control. information, and for planning activities, including budgetary 

*’® effective, it must be accompanied by 

scope of the task of any manager cannot be revealed from his job title and 
reporting relationsMps. (Job descriptions are also essential for'^y o^er 
aspects of personnel management.) 

thaf!? of ^ dynamic company is rarely static. The company 

that practises the long-range planning approach will, therefore, have as grLt I 
eoncem for the future shape of its organisations as for the present. 

nl.nc-probably worthwhile producing three organisation 
plans, the current position, the plan for the last year of tL cycle, fndTS 
for some convenient mid point. Of course, there is no golden 0!^^ Sis 
and some firiro may find it necessary to look at every year of the long-range 

ctpS/oir 

be entered into, it may well cause an additional chain of people reporting to 
the chief executive. Tlie strategy may weU suggest the need to dteT the 

fractionrSTheSl^'^ the opportunity for amalgamating established 
tunctions with the new, to give a different pattern of groupings Expansion of 

actmties may themselves show the need for new fuLionsf fofexTmpTe a 

mfkerrZrS'!?^^ requirement for’ a 

arket research department at some foreseeable date. Obviously changes in 

eSoStrSan?of^-H have the inelable 
eiiect on me shape of the orgamsation. 

Hanning of this important function goes deeper. Once the effects of the 

anagement Is the burden now too large to fit the existing patterns'? Or 
conversely, have the amalgamations of functions meant that Ae^^capacitv of 
».mo, has been Increased, so «.a, none are My IrLTS. 
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result that the existing structure wiU become top heavy. 

The human element is most important. An organisation plan is not simp y 
a set of charts showing httle boxes with job titles and names. It is concerned 
with people, with getting men and women to work together to Mffl some 
common purpose. Organisation planning must take this into consideration. 
People are all different, and the scope of a job may change with the P®’^son “ 
it. This is not only that some people are more efficient than others, but that 
their personal skills and personality will cause changes to take place. In some 
cases it may become necessary to sidetrack a manager who has no potential 
and is blocking the promotion path of more useful executives. In others, a 
senior position may be kept in being for 2 or 3 years because Ae mcurpbent 
is due to retire: although the function will change, it may be considered 
inhuman to strip a man of rank and authority so near to the end of his career 
Similarly, it is not socially acceptable for long-serving employees to be hghtly 

dismissed to make way for an organisation change. _ ^ . 

Above all, the organisation plan should aim for simplicity. A complex 
structure may be damaging to the company’s chances of achiemgits overaU 
goals. Certainly the temptation to “Empire-buUd” should be avoided, and 
Lw positions should only be written into the plan when management is 
convinced that they are absolutely essential. Similarly when organisation 
changes are planned, every effort should be made to remove functions which 

are no longer appropriate to the business. 

Organisation planning, besides plotting an important part oi the 
management task, is necessary for many other areas of personne 
management, particularly for management and manpower plannmg, and also 
for salary administration and job grading. 


Management Plannir^ 

Once the organisation requirements have been extended into the future, it 
becomes possible to look at the way in which the company will ensure that it 
has the right types of people in management jobs in the 
adequate top management succession planning was instanced m Chap , 
“The Corporate Appraisal”, and, of course, there is just as real a requiremen 
to fill the other ranks of management with the right number of people of 

^'^^Arood way^to look at this problem is for a management succession chart 
to be compiled. This records the retiring date or probable promotion date of 
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each manager, names one or two potential successors, and shows the ultimate 
level each person is likely to achieve. Where a man has no further potential 
for promotion, either on account of his personal attributes, or his age, this 
should b. deriy stated, lie abjity ,o mate such asscss.;e„te rcqtetes a 
te. f^t^ans of ratmg persona] performance. A succession ehart 
Should be compiled for every year into the future for which an organisation 
plan has been prepared. ® 

It must of course, be accepted that a succession chart which shows too 
much good matenal ready to be promoted, with too low a probability of 
movement mto higher management positions, may point to a problem area 
Good, ambitious managers may become restless and leave if opportunities for 
promotion are low While it may be comforting to have every key position 
covered three or four times, it may be completely unrealistic and the 

The chart will also reveal gaps in succession planning. An assessment then 
has to be made of those gaps which must be filled with a potential successor 
and those where the cost of so doing would exceed the benefits gained. Much 
wiU depend on the type of management position, the length of time the 
comply would be likely to have to recruit an outsider, and the probability 
that the present incumbent will leave. The perfect state of having every 
position covered is simply not attainable-the company just has to decide its 
level of acceptable risks. 

It is my opinion that these charts should be confidential to the personnel 
manager and top manager, and should not be reproduced in the long-range 
p an. What should appear in the long-range plans is an assessment of the key 
problems that the charts show that the company will face over the next few 
years and the ways m which solutions can be found. In this part of the plan 
an allowance should be made for resignations and vacancies caused by death 
or senous Ulness. The larger company has an advantage over the smaller in 
this type of exercise, since it is likely to have a requirement for a fair number 
o managers of similar skills, and since it becomes easier to apply statistical 
tecliniques in the assessment of natural wastage. 

The alternative management succession strategies open to a company 
involve recrmtment, inter-departmental transfers, and training and the 
personal development of key people. Ihe plan should include a statement of 
the policy which the company intends to enforce generally for management 
successions for example, that where possible all vacancies will be filled from 
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within. There are very real differences between the management planning 
policies of companies of varying size. Where the giants of industry can expect 
to produce a high quota of potential top-management talent, the small 
company may never be able to develop such a reservoir. The family business 
might well have a policy of “headship” rather than “leadership”, and the very 
top jobs might be reserved for members of the family, irrespective of their 

abihty. , . „ , a 

One aspect of management planning which would not be fully revealed 

from the organisation plans, is the changing characteristics required for 
management. The manager of today has to have much more mathematical 
ability than the manager of 15 years ago, and must be competent to cope 
with new techniques and concepts. A quality of management for the future is 
flexibility of outlook, and the ability to retrain where necessary. This is a 
function of mental processes, rather than chronological age, and inevitably 
there will always be some casualities. To make sure that the management plan 
is complete, attempts should be made to forecast the different types of skills 
that are expected to be needed in the future, and to ensure that new recruits 
possess the basic attributes. 


Manpower Planning 

Management planning only covers one aspect of the company’s human 
resources. It is but a part of manpower planning. The other elements of 
manpower planning are equally important to the company s future well-being, 
because failure to provide an adequate work force may result in failure to 
achieve corporate objectives. 

A good base of statistics is required. Manpower planning will usually be 
assisted by statistical techniques as it deals with much larger numbers than is 
the case vnth management planning in most firms. 

The basic statistics required are an analysis of employee numbers by job 
categories and, where valid, location. The system of job classification may be 
a purely internal one, or it may be based on published government 
classifications to facihtate comparisons with national statistics. Within each 
category there should be break-downs by sex and age. For each of these 
sub-categories there should be an analysis of employees leaving the company, 
preferably classified by reason for leaving. 

Significant conclusions can be made from this type of data. A company 
may find that it has an ageing labour force, and may be able to forecast 
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potential shortages of labour which will arise from impending retirements. 
Similarly, there may be groups of workers with a higher than normal 
resignation rate, which indicate a possible failure of the company to match up 
to standards and conditions of employment for this type of person. 

Besides the series giving numbers of employee, there should also be a series 
with similar sub-headings, giving the average and range of wage rates paid. 
Some attempt should also be made to assess productivity increases: this is 
never as easy as it sounds, and often has to be based on carefully defined 
assumptions. The trends for the number of hours worked per unit of output, 

and the labour costs per unit of output, are of great importance in 
forecasting. 

All these statistics will have more meaning if they can be compared with 
appropriate national and regional statistics. In many cases deviations from the 
external series will highhght areas of current or potential problems. It then 
becomes important to analyse the reasons for deviations. 

Armed with these data, the manpower planner should turn to the 
company’s strategic and operating plans, to assess how the nature of company 
operations is to alter over the planning period. New ventures, business 
expansion, and any areas which are to be closed down will have an obvious 
efftct on future manpower requirements, and these effects should be 
calculated in terms of numbers of people by job category. The operating 

plans of various managers should be designed so that they assist this type of 
forecasting. 

The expected increases in productivity should be forecast, partly from 
pMs* dehberate actions foreshadowed in the long-range 

At this stage it is possible to make soundly based forecasts of the numbers 
of people needed, taking all the above factors into account. 

So far it has been assumed that the number of employees is reasonably 
constant throughout the year. In practice, there may be seasonal factors to be 
taken into account, and the timing of increased manpower requirements as a 
result of new or expanded activities may become important. In some cases 
monthly forecasts may be required for each of the years of the plan: in others 
It may be possible to quote an annual figure, merely indicating the extent of 
seasonal requirements as an adjustment. 

This forecast will provide the company with an estimate of how many 
people must be available in various job categories at certain time periods. To 
e useful, a further forecast must be made, taking into account retirements. 
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death and resignation/dismissal rates, so that the company can see how many 
people it will have to obtain in each job category. 

A further step in the planning stage is to assess how employee 
requirements will be met. The forecasts may indicate an area where a change 
in training methods would enable employees to move from one category to 
another. The planner must estimate how many vacancies can be filled from 
promotion (not forgetting to allow for the gaps caused by those promoted). 
By comparison with national figures it should become possible to indicate 
areas where recruitment will be fairly easy, and those where it may be 
difficult. If supplies of certain categories of labour are foreseen as becoming 
very tight in future, this could indicate that management action may be 
required to find ways of reducing demand for people of this type: for 
example, a tight labour situation could well lead the company to devote some 
of its financial resources to a search for less labour-intensive methods of 
production. Such a course of action could well arise as a bi-product of the 
manpower plan. 

The manpower requirements projected may indicate a change in the types 
of people recruited, the decision being to obtain persons with the potential to 
fill positions foreseen 3 to 4 years ahead, rather than to fulfil immediate 

Where the plan shows a vast turnover of certain types of employee, it rnust 
also enquire why this is so, and produce a strategy to alleviate the position. 
For example, a department with an establishment of 50 people which had 
150 different people passing through it every year would point to a very 
serious position. Recruiting and initial training costs would obviously be very 
high, and because people are always coming and going the establishment is 
probably set higher than needed. Part of the manpower plan must produce 
corrective action-and this may require a very careful study before remedies 
can be devised. If correction action is planned, the effects of this should be 
reflected in the number of people shown in the recruitment plan for future 
years. The study leading to the corrective strategy may concern itself with 
very deep issues. In some cases high labour turnover may be a function of the 
particular labour market, or may reflect inadequate salary scales or conditions 
of employment, compared with those offered by competitors. Often reasons 
are more complex, and require investigation of morale, employee attitudes, 
promotion opportunities, the company’s image, and opportunities for job 

enrichment. ■ ^ r 

The recruitment strategy will be derived from the estunates of 
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requirements in the manpower plan. This plan will consider how the numbers 
required may be obtained. It may indicate that no specific action is required 
and that there will be no difficulties in filling vacancies from the normal 
sources. On the other hand, it may suggest the need for specific action. 
Perhaps it may be necessary to use the tool of public relations to improve the 
image of the company in its labour-recruiting area. The company may have to 
begin a programme of visits to schools or universities, in order to ensure its 
air share of the nght type of people. Changes may be necessary in conditions 
of employment, in salary scales or in training methods. A decision may have 
to be taken to widen the catchment area for recruitment-for example 

certain large employers at one stage recruited personnel direct from the West 
Indies. 


Training 

The discussion so far has touched several times on the very important 
subject of training and personal development. There is a need for training 
which stretches from top to bottom of every company, and few can afford to 
eave this on a haphazard basis. The importance of training has been 
underhned for many British companies by the industrial training legislation, 
with its systems of industry training boards, levies and rebates. 

Many other European countries have similar systems, which really amount 
to a form of tax reduction for those who can prove they are giving effective 
training. Trade unions or the Works Council have a definite role in setting 
training policies in some countries. 

Many of the company’s future training needs will evolve from the 
manpower^and management plans, as these will give a guide not only to the 
quantity of training required, but also to changes in the nature of training. 
Before a company can plan its future training, it must be sure that it fully 
understands its present need for training. This may indicate the need for a 
specific study to identify the weaknesses in current training appUcations, and 
what should be the objectives of an overall training programme. 

When these steps have been taken, it becomes possible to decide on the 
resources which must be applied to training, and to establish an outline 
strategy for the period covered by the long-range plan. 

my opinion training will loom ever larger in importance in industrial life 
m the future. This is particularly true of management training, and the words 
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of Mr. G. S. Sanders, Director of the Urwick Management Centre,t are 
particularly relevant: 

Even today, a frighteningly high proportion of the management population 
continue to regard management training as some kind of desperate rescue 
operation to be applied only to the incompetent. Nothing could be further from 
the truth, 

Qur fathers learnt one trade or skill which served them for a lifetime. It is not 
unrealistic to imagine that our sons may learn four in the course of theirs, and 
that the continuous process of re-training, of updating their knowledge in one 
field and acquiring new knowledge in another, will be as commonplace to them as 
the air they breathe. 

Every business executive must accept that it is his job to train his subordmate 
to be a better manager than he is himself. This is the only policy that works in an 
expanding, thriving business. 


Job Grading and Salary Administration 

The long-range personnel plan should rest on a foundation of a planned 
approach to the overall problems of personnel administration. A key factor in 
this approach is a system of job grading and salary administration. 

When they are effectively applied, these two techniques give the company 
a greater measure of control over its personnel decisions. It becomes possible 
to adopt fairer policies for rewarding different types of jobs, the company 
is able to control increments, so that above-average effort receives an 
above-average award, but at the same time ensuring definition of the ceiling 
value to the company of every job. The techniques help the company to 
assess more readily the competitive nature of its salary structures, compared 
with those of other companies. 

The existence of job-grading and salary-administration systems assists the 
company in its manpower planning. It helps in the assessment of the 
manpower plan in terms of pounds and pence, and it provides a basis from 
which to examine the organisation plan from the point of view of 
management succession. 

Industrial Relations 

Personnel planning is not simply a matter of numbers. It deals with people, 
and one of its most important facets is the relations between employees and 
management. I believe that the problem of industrial relations is so important 


t From the 21st anniversary brochure of the Urwick Management Centre. 
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that all businesses should develop a long-term strategy for the subject. Many 
industries are today reaping a harvest of poor industrial relations, the seeds of 
which were sown many years ago by neglect of this function—the main 
offenders are known to all and need not be named. 

The strategy will not be the same for all companies, although all are 
affected by the heritage of past behaviour, be this good or bad. The prob¬ 
lems of the labour-intensive industry are different from those of the 
capital-intensive. Those facing the impact of a high rate of technological 
change, with consequent effects on the nature of jobs and the skill 
requirements of workers, may be subject to different pressures from those in 
declining industries. 

In my view, all businesses need to positively identify what they are trying 
to achieve in industrial relations, and the steps that must be taken to bring 
this about. This is not a passive function. I do not believe that any company 
would be wise to adopt the policy of doing nothing until faced with industrial 
unrest-and then fighting a last ditch battle to keep the pay rise as small as 
possible. 

To me it seems important for a company to always try to maintain the 
initiative in labour relations, and to always try to maintain future freedom to 
take the action which will contribute most to company profits. There must 
be many companies who look back with regret at panic concessions made to 
solve a past labour dispute-with the result that there is no flexibility left for 
the solutions to problems caused by future management strategies. When it 
becomes impossible for a management to install improvements which reduce 
manning levels, the whole country suffers. 

If the strategy enables the company to take the initiative it becomes 
possible to plan actions which are favourable to the company, to 
progressively remove potential areas of employee dissatisfaction, to take 
deliberate steps to correct profit eroding situations (for example, low morale) 
and to be the prime mover in the planning and negotiation of productivity 
deals. It is much more sensible for management to identify improvement 
areas, and to start discussions on productivity deals before employees feel 
compelled to put in a pay claim, or to resort to strike action. 

In setting its strategy, the company should define its attitude to unofficial 
strikes. 

As with all aspects of long-range planning, the emphasis in plans should be 
to anticipate and remove problems, and to put the company in the best 
tactical situation possible at any given moment of time, so that it always 
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moves towards the achievement of its objectives. This does not, of course, 
suggest that I advocate a poUcy of exploitation of and meanness to 
employees: in fact the opposite applies, because the aim should be to identify 
in advance the legitimate aspirations of employees, and for everything 
possible to be done so that these and the company objectives are both 
achieved. If all companies were genuinely active in this area of long-range 
planning, I am sure that there would be a substantial improvement in 
industrial relations. 


Other Elements of the Plan 

There are many other factors to be considered when preparing a personnel 
plan. Many companies will not be in a position where they can immediately 
make use of all the tools of management discussed in this chapter. One major 
part of the long-range plan might be the planning of the steps that have to be 
taken to introduce, for example, a salary administration scheme into the 
company. Depending on the resources the company is prepared to allocate to 
the programme will be the length of time required to complete it. In a large 
company the successful introduction of such a scheme may take a number of 
years and, of course, a similar position may obtain in each of the other areas. 

Some companies may have more basic problems. If the personnel function 
has been neglected in the past, there may be a large volume of basic work to 
complete before it is possible to move into more complex areas. There may 
be no basic personnel statistics—or, even worse, the detailed personnel records 
which form the base data for the statistics may be incomplete or completely 
lacking. Day-to-day terms and conditions of employment may have never 
been set down in detail (other than as far as is necessary to comply with 
legal requirements), and there may be serious anomalies in different areas of 
the company. It may be necessary to plan a review of conditions, or of the 
pension scheme, or of the welfare activities extended to employees. Over all 
the company will face the need to flush out problem areas, to anticipate areas 
that are potential trouble-spots, and to give consideration to events in the 
outside environment which will affect the personnel strategy. More attention 
may have to be given to safety and the avoidance of accidents. Environmental 
factors are of considerable importance, and the personnel plan should take 
into account such factors as the pronouncements of the government’s prices 
and incomes watch-dog commissions on wage claims, developments in regard 
to trade unions, government social-welfare policies (for example, the new 
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eamings-related pension scheme), the pattern of industrial relations in the 
area and in the industry, and changing legislation on terms and conditions of 
employment. 

The plan should assess the resources that have to be appUed to personnel 
management in order to give effect to the strategies, and the cost of those 
resources. It should also assess the expected benefits of the various measures 
proposed. 

The introduction of effective personnel planning may take time, and it 
may not be possible to prepare a “text-book” plan immediately. Few 
companies would find that their first long-range plan embraced all the facets 
discussed here. It is only in exceptional circumstances that the personnel 
planner can make one gigantic leap from the present into total long-term 
planning. But this is no reason why a start should not be made. Every new 
thing begins somewhere, and those who do introduce a system of planning on 
sound lines will find that it becomes possible to improve it with each 
successive planning cycle. Though plans may not have a completely 
professional look for some years, and although there may be vast gaps in the 
areas considered, the time spent on really considering the company’s future in 
relation to its employees will be well spent. In the final event it is the thought 
content of the plans that count. If the only result of the plan is to bring an 
awareness of the importance of people to every manager in the company, and 
to ensure that this factor becomes a consideration in every long-term strategy, 
the company’s total planning effort will gain in value, audits future become 
that little bit more secure. And this is the least that will come from persoimel 
planning-the potential rewards are much greater. 


CHAPTER 11 


OPERATING PLANS 


No fonnal planning system can be considered complete unless it includes a 
means of planning the estabUshed areas of the company. A strategic plan 
without the support of a detailed operating plan is likely to be like an engine 
which has not been efficiently coupled up to the machinery it is to drive. The 
power source will tick over menily, but will generate as much wasted energy 
as it is able to use. 

In Chapter 2 it was stressed that an ivory-tower approach to operational 
p lannin g must be avoided at all costs, and that this can only be done by 
involving line management in the planning function. I can think of no 
circumstances where planning should be divorced from action, and I do not 
believe that any manager worth his salt would rest content if he were not 
directly concerned in the planning process. Planning is an integral part of a 
manager’s task, and if a manager is to obtain job satisfaction he cannot have 
this part of his function removed from his control. 

Not all ranks of management should be called upon to write a long-range 
plan, and those nearer the top of the pyramid will, by virtue of their 
particular responsibilies, be more concerned with the wider horizons of time. 
I believe that lower levels of management can usefully be involved to a much 
greater extent with short-range plans, and this fits in neatly with the 
possibilities of standards of performance which, too, were discussed earlier. 
Short-range plans, particularly the Annual Operating Plan, are a means of 
converting the long-range plan to action and for this reason will be discussed 
in greater depth in a later context. 

It is worth stressing that formal planning cannot change the bask 
character of a manager. If he avoids decisions, the definitions of problems in 
depth will not cause him to alter. Really poor managers will remain poor, and 
indeed may seize upon the long plan as a means of delaying decisions. It is 
always easier to find reasons for not doing things, and it is of no benefit for 
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^yone to continually procrastinate. But the really poor manager has no place 
in modern business. Those managers who are made of better stuff will find 
that they gain a clearer understanding of what they have to achieve, and will 
find that a good system of plaiming does lead to better decisions. If they are 
wise, they will use the plans as a means to control those under them, just as 
top management will use their plans to control their performance. 

Any company that practises formal planning must ask its managers to 
accept a mild form of discipline adherence to time-tables, taking environ¬ 
mental factors into account, including an agreed minimum amount of 
data in their plans. Most of the system of planning will be incorporated into 
some sort of manual, and this, too, was discussed in Chapter 2. It is now 
necessary to move back in time to see how the system of operational planning 
can be arrived at, and to give some thought to the basic input requirements of 
a good plan. 


Designing the Framework 

The new corporate planner who has to design a framework for planning 
has a complex task. His first step is to decide which areas of management 

should be required to prepare plans, and how these should be communicated 
to top management. 

There are two basic principles which are of prime importance. The system 
for planning must foUow fines of management responsibility, and must on no 
account dimimsh a manager’s authority over his subordinates. At the same 
time, as nmy imnagers as practicable should participate in the planning 
process, and should be given the opportunity to contribute to the development 
of idans on a broader front than their own immediate job functions 

Consideration of these factors begins with the organisation plan: if the 
company does not possess such a basic document, the planner may find that 
fcs first step IS to prepare one. The word “plan” was used instead of “chart” 

of emntv® ffj®spo«sibifities which is required, rather than a set 

of empty job titles in little boxes. 

It is my firm opinion that the basic organisational structure of the 
company must be well defined, if plans are to achieve any strength of 

vision of the company mto profit and cost centres. I also believe that a 
pEdure ^ long-range planning is a strong budgetary control 
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Once these problems have been resolved—and of course many firms will 
already have these basic tools of management—the plaimer can begin to 
decide who should logically contribute to the planning system. The reason 
why this is a complex problem is that companies vary considerably in 
organisational structure, and the solution will be a unique one for each 
company. There is always at least one factor which prevents a ready-made 
system from being copied straight out of the textbook. 

To my mind it is important that line managers down to the level of the 
man in charge of marketing and the man in charge of production be required 
to compile a formal and written plan. In addition they should have a joint 
role in putting together the total plan for their division, and where possible, 
an input into total corporate strategy. This means that the layer beneath the 
chief executive to which this requirement extends will vary with the type of 
organisation of the company. In some companies they will be the first layer 
reporting to the chief executive: in others-for instance, companies organised 
on group lines—they may be the second layer: in still other cases they could 
be the third or even fourth, and of course, there may be a large number of 
them. 

Where there are more senior managers between them and the chief 
executive, it is important that the channels of communication be preserved. 
Each successive manager must discuss the plan of his subordinates, and add to 
it his own interpretation so that what eventually emerges is a divisional plan 
with which divisional management is in agreement and to which they are 
committed. This plan will, of course, lie within the general policy of the chief 
executive, and within the policy of the divisional manager. The ways in which 
this can be achieved will be discussed later. 

Managers below the critical level of marketing and production should be 
involved in the planning process as much as possible. For example, a 
marketing manager should obtain the help of his brand managers, sales 
manager and any other relevant people when he prepares his plan. In some 
cases it may be desirable to define the contribution and to enshrine it in the 
planning manual. More likely, it will be necessary for the plaimer to establish 
procedures with the line manager concerned so that the required level of 
participation is reached. This may be achieved by personal discussion, by a 
more formal committee procedure, or by the use of some sort of 
questionnaire system so that relevant facts and opinions can be 
communicated to the man actually writing the plan. It is difficult to do better 
than arrange planning meetings on a formal basis which enable discussion of 
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the facts, and exploration of possible actions. Cross departmental/functional 
representation leads to better plans. 

The final framework which is evolved has to take into account time lags. 
For example, the production manager cannot complete his plan until he has 
some idea from marketing of the sales plans for quantity, packaging, and 
product specifications (in turn, of course, his plan may cause a modification 
to the marketing plan if production costs prove higher than expected, or if he 
is unable to meet the required levels of production). Into the system must be 
built provision for the exchange of information between the different 
functions, so that plans can be made in a realistic way. The planner has a part 
to play in this co-ordinative function, but the responsibility is not solely his 
and is shared by the line managers themselves, and their superior, if there is 
one between them and the chief executive (for example, a managing director 
of a subsidiary). The more a planner can arrange the system so that he is not 
always required as an intermediary at this stage in planning, the better will 
the system be. 

Discussion so far has centred on line departments. Staff and service 
departments should also be required to complete long-range plans, where this 
serves a useful purpose. In some cases the requirement from each department 
may be very simple, relating mainly to expense and manpower requirements: 
in others it may be complex. I consider it of great value to obtain a plan from 
the publicity department, if they are engaging on any form of campaign to 
alter or maintain the corporate image. Similarly, the computer department, 
with its high equipment costs and stringent personal skill requirements, must 
be fully involved in the planning process. In establishing the planning 
framework the planner must be guided by the circumstances of the individual 
firm: rigid rules are difficult to lay down. 

Starting the Planning Cycle 

Planning will not just happen. Each planning cycle must be formally 
started in some way, and at the same time each person in the organisation will 
require certain information before he can begin to plan. It is a good idea to 
start the process moving with a letter setting out the detailed time-tables for 
the cycle. The time-tables should show the dates of any meetings that are to 
be held, the dates for completion of various parts of the plan, the persons 
who should receive copies of early drafts (for example, the personnel manager 
will find the personnel plan easier to prepare if he has advance copies of 
operating plans) and the dates for review with the chief executive. 
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At the same time all managers will need to be informed of the 
assumptions on which plans are to be based, and may possibly be asked to 
examine particular alternative courses of action as part of their planning 
procedure. Assumptions are, of course, one of the means of co-ordinating 
management thought to a common standard. 

The start-up letter must also explain the chief executive’s policy and 
strategies for the period under review. This can be issued in the form of a 
series of guide-lines to each manager, and should incorporate the profit and 
return on investment targets which each division is expected to achieve. The 
letter may highlight areas of weakness in performance. Any points made 
must, of course, be constructive rather than destructive. The guide-lines may 
cover a wide range of topics—a simple example is a quantified limit on the 
amount of new capital that a division may be allowed to spend in the 
planning period. 

The preliminary communication is of the utmost importance if effective 
plans are to be prepared. It is also important that it be sent out under the 
name of the chief executive, since managers should not be led to believe that 
the planner is dictating poUcy, which he should never do. If desired, the 
routine can be separated from the policy and it is permissible for the planner 
to issue the routine instructions. 

The letters should pass to managers along the formal line of 
communication, so that each divisional head can add his own policy 
guide-lines to those managers under him. It is as important for these to be 
issued as it is for the divisional manager to receive guide-lines from the chief 
executive, as this can ensure that planning thought is directed to good 
purpose, and that subordinate managers are not frustrated through producing 
plans which will inevitably be rejected. The planner will often be able to help 
the divisional manager to prepare these guide-lines, but they must be issued by 
the manager and not by the planner. Time spent at this stage is of critical 
importance and it is good sense to derive the guide-lines from a participatory 
discussion between corporate and divisional management. This is, for 
example, illustrated in Fig. 3 of Chapter 1. 

There is one further information requirement, and this is an up-to-date 
summary of relevant market-research data. The planner should see that 
before managers begin to make plans they are adequately supplied with 
market information. Ideally, these market summaries should be bound 
separately from, but issued as an appendix to, the main plan. If there is an 
established marketing-research function this particular aspect of planning 
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should fall on them. In less happy circumstances the planner himself may 
find that he has to fulfil this task. There will, of course, be some companies 
where this sort of job is already a matter of routine and in these cases the 
planner has only to bend the system to suit his needs. To my mind, there 
is a great value in planning from a known and recorded data-base, so that 
the facts are available to all who are concerned with plans, and the judge¬ 
ments of managers can be evaluated without fear of misunderstanding. 
Chapter 11 deals with this type of market data in greater detail. 

Review of Plan 

Operating plans are a line manager’s means of communication with the 
chief executive. The planner must never act as a blockage in this channel of 
communication, although he has the task of ensuring that line managers have 
considered the future implications of their decisions, that they have studied 
alternative courses of action, and that their plans are achievable. He will have 
to fulfil his co-ordinative function of making sure that plans of different 
divisions do fit together. At first sight, this appears to be an impossible task if 
he is not to interfere with the functions of a line manager. 

In practice it is possible to fulfil a good deal of this function informally, 
while plans are being prepared. A good planner will gain the confidence of 
managers, will be invited to discuss ideas, and will be given advance drafts on 
which he will be requested to pass an opinion. In this rather gentle way, the 
planner is able to put his points of view over to the line manager, and 
influence the shape of the plans. He should never try to be overbearing, or to 
force his opinions down the throats of managers. 

The final plan should be given to the planner before it is seen by the chief 
executive. If the planner is disturbed by the content of the plan he should put 
his opinions to the Une manager and invite him to consider them. Where 
agreement cannot be reached—and these occasions should be very rare—the 
matter should be openly put before the chief executive as the final arbiter. 
Such an action should be avoided if possible, as it can rupture relations 
between the planner and manager if either of them happen to be 
narrow-minded men. I have always found it possible to resolve this sort of 
problem informally, and am sure that the planner who has a reputation of 
being helpful will almost invariably be able to fulfil his duties without a 
formal dispute arising. 

Once he is satisfied with the plan, the planner should send it on with the 
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plans from other divisions to the chief executive. In my opinion he should 
have no secret communication over the content of plans, although he should 
draw the chief executive’s attention to areas which require a policy decision: 
for example, where two managers claim responsibility for the same function, 
or where a plan includes a course of action which is a departure from normal 
policy. 

Plans should always be reviewed by the chief executive with the line 
manager. This can be in private interview, in which case the planner should 
not be present, unless called in during the meeting to help out with a 
particular problem. Alternatively, it is possible for the review to be in an open 
management meeting, in which case the planner should be present. The style 
of review chosen will vary with the company: if one method is not successful, 
the other should be tried. The best way is the one which suits the company. 
A formal review of the plan by the chief executive is essential (although the 
time may be reduced if adequate attention has been given to discussion at the 
guide-line stage). Failure to review has frequently been a contribution to 
planning failure. 

Once a plan has been approved it becomes an instruction to the line 
manager to carry out the course of action intended. In turn the line manager 
should pass down the relevant pieces of his plan to those under him who will 
carry out the action. 

There is one way in which the planner can save managers from future 
embarrassment, and this is by making sure that plans are within the resources 
of the division concerned. In the early stages of planning a manager may 
become tempted to make his plans look impressive, and may commit himself 
to a series of actions that he will not be able to perform. A friendly warning 
from the planner can often bring about a more realistic time-table. 


The Use of Planning Committees 

I do not believe that it is possible to plan by committee, although I accept 
that committees can be useful to the planner if no other established 
management forums exist. It is sometimes worthwhile creating special task 
forces to deal with particular problems, and committees may be used to 
discuss planning assumptions, and to review plans so that all divisions are 
aware of the plans of other areas of the company. 

Where adequate provision for management discussion already exists, it is 
pointless to create additional committees. If a committee is used it must have 
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a well-defined task, and must exist to perform a proper job of work—a 
‘‘rubber-stamp’’ exercise serves no purpose whatsoever. 

The Features of a Good Plan 

Before moving to a consideration of some of the specific requirements of 
operating plans, it is worth giving some thought to what makes a good 
plan—and of course the features of a good plan have a relevance outside of 
the sphere of operational planning. 

Every well-prepared plan must have a purpose. There must be a reason for 
the plan, it should aim to achieve something. Careful attention to defining 
purpose can mean that management time is not diverted to irrelevant issues, 
or to planning a completely wrong course of action. 

Fig. 19. Pro-forma budget from marketing division 
(A separate sheet to be completed for each major product or operation.) 
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(a) 

Describe separately. 


Additional sub-headings should be shown where this aids planning (i.e. the main 
headings may be broken down into a few major sub-headings to meet the needs of each 
department). 
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There is always more than one possible course of action. A good plan will 
identify the various alternatives (the decision-tree technique can be useful in 
this context). 

Reasons for selecting a particular alternative should be specified, and that 
course of action must be clearly defined. The plan must show how its purpose 
will be achieved. 

The expected results of taking the course of action should be specified, so 
that it is possible to measure progress, and so that management is fully aware 
of the likely effect of the action contemplated. 

Plans by themselves are useless unless converted to action. Responsibilities 
for performance must be clearly allocated, and there must not be doubts 
about who will do which task. 

The Content of Operating Plans 

What items actually go into the long-range operating plan will depend on 
the particular requirements of the company. This means that a dogmatic 
approach is foolish. The important thing is to motivate managers to consider 
the future, not to fill in forms, the requirements of which may never be 
varied. 

Some general guide-lines can be given, for although the above statement is 

correct, the planner must do a little more than walk up to a manager and 
request him to plan. Guidance must be given of the sort of things which are 
likely to be relevant. 

In my opinion every operating plan consists of two parts: a narrative 
description of the course of action planned, which might be termed the 
“programme”, and the expected fmancial results of that plan, the “budget’’. 
These two elements are inseparable. If the course of action first planned does 
not cause an acceptable budget it is necessary to amend that course of action. 
The figures in the budget should never be altered just to make them appear 
better. 

There is often some confusion about the amount of detail required in a 
long-range budget. As with the strategic plan, this should be distilled to as 
little as possible. For a marketing division, the pro-forma budget form shown 
in Fig. 19 might be used. Previous years’ figures are included in this for 
comparison only, and the number of back years called for can easily be 
increased (although too much historical data can lead the company to be 
past-oriented, rather than future-oriented). 
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Depreciation is taken out separately to aid consideration of the cash-flow 
position, and would probably assume greater importance for a production 
division. The keynote of the exhibit is flexibility, and the headings must 
always be adjusted to suit the company. 

The budget should also include another schedule which is of the utmost 
importance. This contains a hst of new fixed capital and additional working 
capital requirements for each of the years in the plan. The requirements 
should be broken down into relevant sub-headings. For example, the 
requirement for new capital for the physical distribution function might be: 

(i) Additional vehicles. 

(ii) Replacement vehicles. 

(iii) Warehouse modifications. 

(iv) New Warehouses. 

(v) Other items. 


The requirements would be supported in the programme, and the 
estimated results of making the expenditures should be detailed: in other 
words, the chief executive must be given the opportunity of assessing the 
effect of not allowing the capital requested. Approval of this part of the plan 
amounts to acceptance in principle only-again, as in the strategic plan, final 
approval can only be against a properly evaluated proposal. The schedule 
enables a first allocation of future resources, identifies the future needs, and 
ensures that proper thought is given corporate development by every 
manager. Any later requests for capital which fall outside the annual and 
long-range plans should be treated with some severity: a blanket refusal could 
be apinst the company’s best interests, but the chief executive should 
certainly make the manager justify his proposal in a critical atmosphere. 

Discussion of the budget has really put the cart before the horse, and we 
should now return to the content of the programme. The suggested headings 
ere are written as if for a division of a manufacturing company, embracing 
both the production and marketing functions. Adjustments can easily be 
made for companies organised on different lines. Companies in other types of 
activity—for example, transport or wholesaling—will not fit the profile 
without several adjustments and many additions. For these, as indeed for the 
companies which do fit the profile, the planner must seek answers to the 
question “What are the key activities of the company for which plans should 
be made?”. 



OPERATING PLANS 


157 


Because every plan must have a purpose, the programme should begin 
with a statement of the profit target, and a definition of the departmental 
secondary objectives. A list of goals should be given. (These concepts have, of 
course, already been explained in some detail.) 

The programme should detail any assumptions, other than those set for 
the total company, on which the plan is based. Again, this is ground that has 
been discussed in detail elsewhere. 

Each of the remaining programmes should provide separate details for 
each relevant area of business or product. Just what is relevant must depend 
on the peculiarities of each individual company. In a very complex company 
some amalgamation of data may be necessary in the plans submitted to the 
chief executive, but these should be supported by a base of sub-plans in detail 
which may be an internal matter between the operating manager and his 
subordinates. 

The foremost part must be the marketing programme, since this is really 
what business is all about. The subject of marketing planning is so important 
that it is given detailed treatment in a subsequent chapter. For present 
purposes it is sufficient to record that a marketing programme should include 
the following elements: 

* Marketing targets and objectives. 

* A sales forecast for each of the years in the long-range plan in both 
value and (where relevant) defined units of quantity. Different 
forecasts will, of course, result from different strategies. All 
assumptions and methods used should be explained. 

* The marketing strategy for the period of the plan should be explained 
in broad outline. 

* A forecast should be made of price movements over the period of the 
plan. 

* Problems should be anticipated where possible, and methods dealing 
with them defined. 

* In each instance, the elements of the programme must be evaluated 
against the background of the market and of competition in that 
market. 

A production programme is required to show how the goods called for in 
the marketing plan will be made available. This should include changes in 
production methods, changes in plant capacity, trends in productivity and 
cost of production movements. like the marketing plan, it should endeavour 
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to foresee problems and either solve them at an early point in time, or take 
action which will avoid them. 

(If the company were in the wholesaling business some form of supplies 
programme would be required to take the place of the production 
programme.) 

The attention of every manager should be focused on profit improvement, 
and for this reason every plan should include an improvement programme,' 
where a conscious attempt should be made to plan a course of action which 
will improve operations. 

In my view the operating plan should also include a personnel programme, 
where the line manager studies his own problems of organisation and 
deployment of his human resources. This does not supplant the master 
personnel plan, although it provides useful data to be used in the preparation 
of this plan, and its main purpose is to emphasize the importance of the 
personnel element in every plan, and to reinforce what I consider a basic 
principle of management—that the management of people is a fundamental 
task of each line manager, and is not something which can be totally 
delegated to a personnel department. 

Every operating plan should also include what I like to call a control 
sheet. This should show for the first and last year of the plan, significant data 
which can be used as a quick reference means of control. The sort of items 
which should be included are: 

(a) Number of lorries. 

(b) Capacities of plants. 

(c) Number of various categories of employee. 

(d) Turnover of main products and gross margins. 

(e) Standard production costs. 

(f) Profit contribution earned in various areas of the business. 

Such a sheet is particularly useful for a company with numerous branches 
(for example, warehouses, chains of retail stores, etc.). It provides top 
management with a concise summary of what should be going on. 

It is possible to devise systems that will produce a coherent and considered 
long-range plan. This is only a part of the corporate planning process, and it 
must not be forgotten that the plan will only become a dynamic document as 
it begins to produce action. The means of making a long-range plan turn into 
today’s actions are vital to success, and are discussed in a subsequent chapter. 



CHAPTER 12 


MARKET PLANNING 


If a company cannot sell the goods it produces at a realistic price it soon runs 
into trouble. It is its marketing ability which enables it to translate the needs 
and desires of its consumers into a formula which makes it possible for a 
profit to be earned. Failure in the marketing area may prevent the company 
from succeeding, or even lead to its complete downfall. 

Like all key areas that contribute to corporate success, marketing activity 
responds well to the planned approach. Indeed, if the company cannot find a 
way of planning its marketing effort, it is very unlikely to be able to devise 
strategies that will be effective in taking it towards the achievement of its 
objectives. 

There are certain common facets to both short- and long-term marketing 
planning. At the same time, there are vast differences of degree in the amount 
of detail which should go into each type of plan. The long-range plan should 
deal with the broader issues and concepts, should seek to adjust the company 
to the threats and opportunities from the environment, and should not 
attempt to do more than plan strategy in outline. The short-range plan, on 
the other hand, is concerned with getting to grips with that finer detail which 
enables the broad strategy to be converted to a programme for action: 
however, the short-term marketing plan should not deal with trivialities. 

The planning of marketing effort is really a divided activity. One portion 
falls squarely under the heading of strategic planning, and is concerned both 
with giving pace to the whole organisation, and with devising the means of 
gaining entry into areas of business in which the company is not currently 
operating. A second portion can easily be seen as the task of the operating 
manager in planning and development of existing markets, or the extension of 
existing products to new markets. In practice, there is also a third area, that 
grey segment in the middle which it is difficult to place as solely a strategic or 
solely an operating task. For these the company will have to make its own 
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rules. The way the total task of planning is divided is not of critical 
importance, so long as the method adopted suits the needs of the company 
and the resources of management it has to bring to bear on the problem. 
What is critical, is that no elements of the task escape, to be neglected as 
being nobody’s particular responsibility—and, of course, that the exact 
division of effort is clearly defmed in the planning manual so that all 
managers know where they stand. 

Marketing planning should be regarded as an active way of developing the 
company. The long-term survival of the business may depend on the 
aggressiveness with which the company approaches the problem of bringing 
innovation to its markets. The company that does not innovate is likely to be 
on that desolate path that leads to stagnation: it may travel on quite happily 
for many years, but unless it is constantly uncovering new ideas, new 
products, new concepts and new approaches to all areas of marketing 
strategy, it carries with it the seeds of its own demise. The long-range 
planning approach encourages the process of innovation. Flair in marketing, 
as in all other functions of management, is of the greatest importance: formal 
planning does not discourage flair, but channels it into areas which are of the 
greatest benefit to the company. 


The Marketing Environment 

The importance of the environment has been discussed in detail in several 
other parts of this book. It was mentioned in connection with company 
strategy (and therefore marketing strategy) when the theme of the corporate 
appraisal was developed. It appeared in the chapter on assumptions and risk, 
and has been drawn into the discussion on many other occasions. And, 
inevitably, it must be raised again in connection with the long-range planning 
of markets. 

There is no necessity to repeat what has been said before about the need 
to continually study the environment in order to apply the results of the 
study to the strategy of the company. Marketing is, of course, probably more 
involved with the environmental effects than other areas of corporate 
strategy. 

Marketing is particularly concerned with changes in the needs, desires, 
attitudes and opinions of its consumers. It is in this area that many forecasts 
have to be made if the market plans are to attempt to do more than add, in 
blind faith, a fixed percentage growth rate to all sales figures. 
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The first stage in preparing a marketing plan—be it short- or long-term—is 
the drawing together of the available and relevant market data, as a base on 
wliich to assess future patterns of development, and from which forecasts of 
market size and growth can be made. Information comes from numerpus 
sources, and there can be few companies who know absolutely nothing about 
their markets. General demographic data, details of regional differences, and 
many other basic statistics can be obtained from government publications, 
and in addition there should be more specific product data from market 
surveys, retail audits, test market operations, sales analysis and the thousand 
and one other sources available to an aggressive marketing research 
department. 

I recommend the discipline of putting these base data into a marketing 
handbook for each main product or family of products in which the firm 
deals. Such a step may not be justified for any minor products with limited 
potential which the company may market, but is certainly valuable for any 
items which the company approaches in a serious vein. Set formats should be 
prepared, prescribing the data headings that are considered necessary for the 
handbook, and these should be used for all the products. (It may, of course, 
be necessary to have different formats for different types of product—for 
example, requirements for an industrial market differ from those of the 
consumer market: the approach to consumer durables will vary from the 
approach to a fast-moving grocery product.) 

Part of the handbook, the strictly factual answers to the various questions 
raised, can be completed by any person with access to the appropriate data: 
in most companies the marketing research department is an obvious candidate 
for the task. Inevitably there will always be gaps, where an answer cannot be 
given to the question raised in the handbook format. Lack of factual data 
should not prevent completion of the questionnaire. It is valuable for the 
marketing manager himself to define assumptions and make estimates to fill 
in these missing parts: the wise manager will probably do this in consultation 
with others in his team, such as the market researchers and product managers. 
These answers must be clearly identified as assumptions, so that they are 
never given a spurious accuracy. The advantage of filling in the gaps in this 
way is that the basis on which a plan has been prepared is defined, for there 
are many situations when a course of action has to be committed before all 
the facts are known: in reality, it is fair to claim that we never do know all 
the facts. Assumptions and estimates can also provide hypotheses for future 
marketing research. 
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Fig. 20. Broad indications of some possible data headings for the market 
background appendix 

1. GENERAL DATA: 

A. Population 

age and sex 

region 

households 

social class 

urban/rural 

working/non working 

B. National Income 

per capita 
per household 
regional differences 

2. PRODUCT PROFILE (by relevant headings as in 1 A) 

A. Demography 

present users 
heavy users 
non-users 

competitive product users 

B. Product Image 

C. Analysis of Uses of Product 

D. Time or Day of Usage Analysis 

E. Frequency of Usage 

F. Frequency of Purchase 

G. Price/Volume Relationships 

H. Brand Shares 

3. DISTRIBUTION (by relevant headings as in 1 A) 

A. Source of Purchase 

all users 
heavy users 

competitive product users 

B. Brand Shares by Source of Purchase 

C. Retailer Attitudes 

to product 
to company 
to competitors 

D. Wholesaler Attitudes 

to product 
to company 
to competitors 

E. Profitability of Product to Retailer 

compared with all products 
compared with competitors 

F. Degree of Customer Service 

given for product 
given by competitors 
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G. Retailer Attitudes to 

trade packing 
consumer packing 

4. MARKET SIZE (by relevant headings as in 1 A) 

A. Definition of Market 

B. Size of Total Market 

by value 
by quantity 

C. Market Forecasts 

by value 
by quantity 

D. Market Size per Pack Size 

E. Details of Substitute Products 

F. Quantity and Value of Market by Various Channels of Distribution 

5. PRICE 

A. Analysis of Consumer Prices 

B. Analysis of Trade Prices 

6. PROMOTION 

A. Advertising 

by media 
by competitor 

B. Merchandising Activity 

C. Special offer, etc., Activity 

D. Response of Retailers to Promotions 

7. MARKET SEGMENTATION 

8. HISTORICAL DATA 

9. PRODUCT COST DATA 


by standard costs 
by fixed and variable costs. 


All these headings are indicative only. A full listing can only be made after a study 
of the firm’s particular problems. Such a list can be prepared by any competent market¬ 
ing manager. There is no significance in the order in which headings appear. 


Figure 20 gives some of the broad information headings which might 
appear in a handbook of this nature. The important thing is that the format 
should be designed to meet the specific needs of the firm. 

If done well, the marketing handbook can be invaluable for future 
planning. It will enable the marketing manager to appraise his current 
strategies against the real facts of the market: this self-examination, asking 
the question “why?”, is the first step to any good planning. The handbook 
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shows him what information he does not really know, and makes clear where 
he is acting on a hunch: it ensures that where facts are available he is aware of 
them. 

All market facts are really yesterday’s news. Market planning is concerned 
with the world of tomorrow. The handbook is only a stepping-stone to 
deciding future action, and each fact should be interpreted against the trends 
in the environment, and the ability of the company to initiate changes in the 
picture revealed by the handbook. 

One aspect of the important contribution that marketing research must 
play in the long-range planning of marketing activity has been revealed in the 
foregoing discussion. This contribution is the rather passive activity of 
collecting historical market data. Market planning also calls for a more 
dynamic task than this from the research department. As more thought is 
given to the future, so the demands on the marketing research facilities 
change to the provision of a different type of data. The marketing manager 
becomes more and more conscious of the need for information that will help 
him predict in advance the changing tastes of the consumer. This need is 
made clear by Theodore Levitt in his book Innovation in Marketing (Pan, 
1968). He reviewed the inroads that the small car had made into Detroit’s 
share of the U.S. market.t 

How could this unbelievable lag behind consumer wants have been perpetuated so 
long? Why did not research uncover consumer preferences before consumers’ 
buying decisions themselves revealed the facts? Is that not what consumer 
research is for—to find out before the fact what is going to happen? The answer is 
that Detroit never properly researched the customer’s wants. It only investigated 
his preferences among the kind of things which it had already decided to offer 
him. For Detroit was mainly product oriented, not consumer oriented. 

This passage exemplifies the challenge that long-range planning offers to 
marketing research: it also shows the dangers that await the unwary and the 
complacent. 

The third area on which the planned approach requires support from 
marketing research is in the field of marketing experimentation and the 
testing of new concepts. In my experience, the company that is really 
thinking about its future will come up with a stimulating programme of new 
ideas, and will become rapidly aware of a whole host of things it needs to 
know to progress these. If a company’s marketing planning consists solely of 


t From Innovation in Marketing, by T. Levitt, Copyright McGraw Hill Inc., 1962. 
Used with permission of McGraw Hill Book Company. 
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writing down 5-year forecasts, if it becomes a budgeting exercise that does 
not stretch the imagination of its marketing management, or if it becomes a 
repetition of the same dreary old formulae, then it will have surely failed. I 
have seen “planning” systems that convert everything to numbers on a form, 
surrounded by so many rules that the spark of individuality is destroyed, and 
the only result of which is to plough such a deep rut that all hope of 
innovation is lost forever. 


A Conceptual Approach to Marketing Strategy 

Both the short- and long-term plans require a minor discipline, the 
adherence to some form of conceptual approach to planning. This means 
dividing up marketing strategy into sensible headings, under which the main 
elements can be considered. No planner should be dogmatic about the 
conceptual outline he provides, for there are many ways of cutting up the 
total strategy. So if each marketing manager has an idea or two of his own 
about the way he presents his planning thoughts, I can see no good reason for 
opposing him. Provided the main aspects are covered, it does not really 
matter in which order they are set to paper. 

The format I favour is the “four P’s” approach based on that discussed in 
great detail in E. Jerome McCarthy’s book Basic Marketing: A Managerial 
Approach (Irwin, 1964). The four Fs are: 

* Price. 

* Product. 

* Place. 

* Promotion. 

Price means what it says. It is concerned with terms of trade, discounts 
and price promotions. One important aspect of long-range price strategies is 
that some companies assume that their plans should take no account of either 
cost or price rises, as these cancel each other out. This, of course, is a gross 
fallacy, and any planner making this assumption has his head so far buried in 
the sand that he will never be able to give his company that quality of vision 
for which he was put on the payroll. In the U.K. price strategy is affected by 
government policies and the existence of the Prices and Incomes Board, and 
any proposed price increases must take these into account, as well as the 
effects on the market itself. Regardless of government interest in prices, no 
company will adjust its prices for every movement in costs: there is a tactical 
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position to be decided for every price rise (a supplementary reason against the 
use of constant prices is that this will effectively prevent the company from 
measuring progress against plan). 

Price may, of course, be an aggressive element of marketing strategy. It 
may be used to change the pattern of order purchase size, thus reducing unit 
sales, order processing and physical distribution costs. It may be used to 
increase the volume of sales—Henry Ford with his cars provided what is 
probably the most well-known example of this strategy in practice. And of 
course different price strategies may be applied to export and home sales, or 
to the various segments of a particular market. So price must not be neglected 
in a company’s market planning, as it is by no means a passive element which 
automatically compensates for inflationary tendencies. 

Product is the next of the four Ps. This element covers the intangible 
aspects of a product as well as its physical characteristics. 

The tangible aspects include many different things. Perhaps the most 
obvious is the shape and composition of the product itself, the way in which 
it basically sets out to give satisfaction to its consumers. This would cover the 
design and finish of furniture, the taste and dietary value of a convenience 
food, the formulation of a toilet preparation, or the curative benefit of a 
pharmaceutical. Closely allied to the characteristics are the packaging and the 
size of unit offered for sale. Packaging is, of course, of the utmost importance 
in the marketing of many items; with an industrial product the main problem 
might be to package in a way that gives the most convenience to the user: 
with a grocery product the shape and appeal of the package—which may also 
be a vehicle to advertise special offer and promotions-may be the deciding 
element in the attraction of a purchaser. Packaging as a means of preserving 
goods from damage and storing them until sold is often second in importance 
to packaging as an active element of sales. There is also a cost aspect attached 
to each package or size of unit marketed: each additional item brings extra 
charges for financing inventories and storage, as well as possibly adding to 
direct production costs. The reduction of variety can often be an important 
method of planning for improved profits. 

From packaging, it is natural to turn one’s thoughts to branding. This 
element covers such items as the marketing of brands to appeal to the various 
segments of the market, policy for the production of “own label’’ products 
for others, and whether the company brings out families of brands, or creates 
a new brand for each product. 

The intangible aspects of product strategy cover those items which the 
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company offers to purchasers as an inducement to buy. For example, the 
terms of credit it is prepared to give, any particular guarantees attached to the 
product, a special delivery service, or free after-sales servicing of appliances. 
With electrical goods, or motor cars, the widespread availability of service and 
repair shops might be a highly attractive intangible to the prospective 
customer. 

Place is a term that calls for a little stretching of the imagination, and 
would be better translated as distribution (except that this word does not 
begin with P). The heading covers the channel of distribution chosen to get 
the products from the manufacturer to the consumer. This is an area which is 
under continual change—two examples of recent developments are the growth 
in the cash-and-carry wholesaling movement and the progression of vending 
machines, particularly for catering. Attention to this aspect of strategy 
ensures that the company takes full advantage of any opportunity to 
innovate—for example, in recent years prepacked solid domestic fuel has been 
successfully introduced to greengrocery outlets—and by obtaining a new 
method of distribution it may be possible for an increase in sales to be 
achieved. In addition the company must ensure that it adjusts for changes in 
distribution channels which are taking place in the world at large. 
Supermarkets are a force which have to be taken into account in the 
marketing of an ever-increasing range of products, although not so long ago 
there were still people about who rather hoped they would go away. 

In planning distribution strategy, the company might well set different 
brand share targets for each of the alternative outlet types: it might aim for 
different penetration levels for each outlet. It would certainly prescribe very 
closely the role of wholesalers and other middlemen. And of course, the other 
elements of strategy, price, promotion and even product can be designed to 
help give effect to the chosen distribution strategy. This heading would 
include the way in which the sales force is to be used. 

The remaining of our four Fs is Promotion. This covers numerous 
activities in addition to the mass advertising that immediately springs to 
mind. Under this heading I would also include merchandising, sales 
promotion and point of sale activities, sampling and general product public 
relations. There are numerous variables to choose from, both in relation to 
the types of promotion used, the weights assigned to each, and the way in 
which the product image is put across. The forward-looking company will not 
have a static approach and will find considerable opportunity for 
development and improvement. 
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None of these elements of strategy exist in isolation, and to some extent 
each may be considered an alternative to each of the others. The number of 



Fig. 21. Product life-cycle curve. 


possible mixes is infinite. To make real sense, the entire strategy must be 
designed to increase profits by giving maximum utility to the consumer. It is 
the company lyhich gives most consideration to this factor, which is most 
likely to succeed in the long term. 

The conceptual approach outlined above must never be used as a repetitive 
exercise. Its intention is to assist the marketing manager and his assistants to 
free their thoughts from the shackles of what is being done today: to 
stimulate the imagination, not to retard it. In the final event, successful 
marketing planning depends not on the way the words are strung together, 
but on the ability and vision of the people preparing the plans. Let no one 
confuse the means with the end. 

The Product Life-cycle Concept 

One concept of importance to long-range marketing planning is the 
product life-cycle concept. The life-cycle theory is well known. It holds that 
every product begins with a period of low sales (and low profits) as it is 
introduced to the market. This period is followed for successful products by a 
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relatively short spell where sales rapidly escalate, and profits rapidly rise. The 
growth rate slows down as more competitive products enter the field, and as 
the market begins to reach saturation point. This period is usually associated 
with declining profitability as the established brands fight to hold their 
market share. 

Eventually the product reaches maturity. At this point the market at best 
grows in line with the expansion of population: more likely it will begin to 
decline. With some products the end may be short and sharp; with others the 
product may linger on for many years, although each year that passes tends 
to be associated with declining profitability. 

The whole process may be illustrated by the “S”-shaped curve with which 
many readers will already be familiar. 

The product life-cycle has three important uses in market planning. It 
should be considered when market and sales forecasts are prepared, as skill in 
predicting the point where the curve begins to bend is an important 
ingredient in making a realistic forecast. A mathematical extrapolation taken 
during the period of steep growth would be vastly different from one taken 
after the product reaches its point of maturity. In making his forecasts the 
marketeer has to apply judgement to deciding the likely course of the 
product. 

Having come to this stage, the company may find it possible to prepare a 
plan of action to change the predicted course of events. The market for beds 
might, for example, be relatively easy to predict, being largely a compound of 
established replacement rates and the expansion of population. In looking at 
this forecast, the company may decide that although it cannot do much to 
affect the birthrate, it can persuade the public to replace their beds more 
often. This must have been part of the rationale behind the recent British 
furniture industry advertising campaign “old furniture must go”. 

The third use of the concept is even more interesting. This is the planning 
ahead of actions to deliberately expand the uses or distribution of the 
product, thereby extending the product life-cycle, and postponing the 
inevitable day when it really does go over the hump. To my mind, this is a 
justification by itself of Icmg-range market planning. By identifying the 
points when action must be taken to extend the hfe-cycle, the company puts 
itself in a position to direct its resources (marketing research, research and 
development) to finding the means to bring about the desired course of 
events. 

A simple example is the extension of the market by introducing the 
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product to areas where it was not previously available. A more complex and 
more ingenious solution would be to seek out new uses, or new classes of 
user, so that the market becomes larger. An example is the introduction of a 
successful ethical pharmaceutical preparation to the over-the-counter trade, 
through chemists and grocery outlets. Another example is the efforts of the 
plastics industry to develop more and more uses for their raw materials. Every 
year that passes sees the development of the major resins for an increasing 
variety of products. 

The Place of Forecasting 

Market planning uses forecasts as a tool, and long-range forecasts of the 
market under different assumptions are essential if sense is to be made of 
plans. The techniques of forecasting were touched on in Chapter 5: obviously 
the more accurate a forecast can be made, the greater the potential it has for 
planning. 

The results of all plans must also be expressed in financial terms, and the 
various alternatives evaluated one against the other. 

Forecasting is not the be-all and end-aU of planning, and a company that is 
truly innovating will frequently face a situation when forecasting by any 
scientific means is impossible. If a product is really new, no market for it may 
currently exist. Test marketing and other tools may be used to evaluate the 
potential, although in some cases decisions may have to be taken in advance 
of these results: a successful test marketing operation will be observed by 
competitors, and if the company is slow off the mark in going national, it 
may find that it loses that lead which may be so important to ultimate 
success. Even more difficult to evaluate is a change in a marketing concept. 
Some aspects can be measured experimentally, but others are almost 
impossible to tackle in this way. 

Every company must ensure that it gives the innovatory ideas a fair 
chance. It is very easy to condemn anything new to a hades of permanent 
evaluation, seeking a few more facts here, a new financial calculation there, 
and generally making sure that initiative is stifled, and that only the tried and 
true ideas—the old ones—are treated seriously. 

An alternative to forecasting in these impossible circumstances is to build a 
‘‘model” of future expectations against which performance may be judged. It 
is possible to state that to be considered successful a new product (or 
concept) must achieve ix sales in year one, £2x in year two and £5x in year 
three. Similar parameters can be set for profits resulting from the course of 
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action. Now, if results as they occur are judged against these targets it 
becomes possible to see whether the new scheme can be considered successful 
or otherwise, and for corrective action to be taken at an early stage. Such a 
“model” can hardly justify the use of the word forecast, although it acts as a 
substitute and enables the company to apply planning logic to a vastly 
increased range of problems. 

In all market planning it is important to keep in mind the possibility of the 
failure of a new product. National failure rates for new launches are high. 
Although careful attention to marketing principles and good marketing 
research can reduce this risk, they cannot remove it; and the more 
adventurous a company is, the more failures it will be exposed to. Only the 
senile company which has lost all courage and clings miserably to the old and 
secure, can be sure of avoiding product failures. This inaction carries the 
danger that senility eventually leads to death. As the soldier, crouched behind 
his barricade and afraid to lift his head to observe the enemy, will inevitably 
be eventually overrun, so will the firm that has lost the ability to take 
justifiable risks eventually succumb to the forces of change which surround it. 

Those concerned with market planning will have to have more projects 
under consideration than their targets call for. If all were successful, they 
would achieve better results than were required of them by the chief 
executive; or alternatively if the first five or seven possible launches are 
successful, the remaining two may be postponed. The final course of action 
will depend on the company’s ability to handle five or seven successes in the 
time period available. 


Physical Distribution 

One important aspect of marketing that is receiving attention from 
up-to-date management is physical distribution (sometimes called marketing 
logistics). This is an area which has traditionally been neglected, and which in 
many companies falls organisationally under a mixture of the production, 
marketing and administration departments. 

The tendency now is for the more advanced undertakings to subscribe to 
the total physical distribution concept. This holds that all elements of the 
physical distribution task should be identified, and considered as one total 
entity. Physical distribution covers all those factors which involve the 
movement of goods from the factory to the customer, and includes the 
function of storage, internal handling, loading and unloading lorries, 
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packaging for transport, transporting, and delivery. Taken to its ultimate 
conclusion this means that all these items should be placed under one overall 
manager, in order that they may be properly administered and controlled. 

In many companies organisational patterns and accounting systems make 
it impossible to adopt this method of thinking unless a drastic reorganisation 
is made. When these problems are overcome, it can be seen exactly how much 
the company spends on physical distribution—and it is usually considerably 
more than management thinks. Too many companies see physical distribution 
as nothing more than the transporting function. If viewed in its proper 
perspective, it becomes obvious that physical distribution is a very real part of 
top-management strategy—and if this is so, it must respond to the planned 
approach. An example of the different decisions which arise from the total 
concept compared with the transport approach is the sort of problem that 
might arise from the consideration of the use of air transport. Taken in 
isolation a direct comparison of rates may reveal that this is the most 
expensive mode of transport. If the use of air freighting means that delivery 
times can be reduced, inventory levels lowered, branch warehouses closed 
down and less costly types of packaging used it may well be that far from 
being the most expensive method it becomes the cheapest. 

In my view physical distribution is an integral part of marketing, and 
should not be divorced from it. Besides the fact that the overall marketing 
function covers the task of getting goods to the customer, some decisions 
under the total distribution concept are inextricably bound up with 
marketing strategy. Three examples will make this clear: 

^ Packaging, both outers and the immediate wrapping, of goods may be 
changed to take advantage of physical distribution economies. 

^ The level of customer service is both a function of physical distribution 
and a tool of marketing strategy. 

^ Price structures may be changed to encourage an increase in order size 
to effect a reduction in physical distribution cost. 

I believe, very strongly, that physical distribution should be planned as 
effectively as any other aspect of marketing. It is relatively easy to provide a 
short guide to indicate the sort of problem which should be considered in the 
physical distribution plan. Unfortunately it is not possible to be so concise on 
how to organise these plans. The reasons are, of course, that the way in which 
the company runs its physical distribution function will have an impact on 
the way in which the plan is put together. If all physical distribution is under 
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the control of one man, the problem becomes relatively simple: if it is divided 
among several, and particularly if parts are “lost” in other functions, there 
may be a complex co-ordination difficulty. 

What should be taken into account in planning this function? 

Firstly, the planned growth in sales will show how the demand for physical 
distribution facilities will change. With many elements of the function the 
lead time necessary to implement changes is short-it may take only a few 
months to order and obtain extra lorries for example. Despite this, the effects 
should be fully analysed, for they may indicate certain actions which are 
necessary in the intervening years. What the plan should identify is the size 
and scope of the future problems the company will have to face, and it 
should set out a programme that will enable actions to be taken in sufficient 
time. 

In physical distribution, as in other areas of management, there are always 
alternatives. The plan should seek to identify these so that the most 
favourable course of action can be selected. Emphasis should consistently be 
placed on improvement, for there are many technological developments in 
this field, as well as a good deal of new thinking on mathematical and other 
techniques of analysis and evaluation. 

There are areas which are very much distribution problems, but before 
moving to these, it is worth considering the sort of interaction point 
instanced above, where maximising physical distribution efficiency would call 
for a change to marketing strategy. In each case a decision has to be made 
whether or not to alter current strategies. There will always be occasions 
when other marketing considerations would make it undesirable to aim. for 
absolute physical distribution efficiency: the most suitable packaging for 
transport purposes may be unacceptable in marketing terms: the most 
economic “drop” size may only be achievable if customer service is reduced 
to a level which would lose sales. There is a parallel with production, for in 
this area, too, it is often necessary to sacrifice technical efficiency in order to 
manufacture the type of goods which consumers want. The important thing is 
for these decision areas to be identified and taken into account in the 
physical distribution plan: this gives the opportunity to consider the problem 
from a new light. And often changes to strategy can be made which will cause 
the company no loss of market acceptance, but which will enable the 
company to achieve at least a proportion of the potential economies offering. 
This aspect of the plan is, perhaps, less obvious than the number of 
warehouses, or the size of the company’s lorry fleet, but in many ways it may 
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be more important—if only because it is often completely overlooked. 

One of the major fixed capital areas of physical distribution is represented 
by facilities—by investment in warehouses, depots and garages. The study of 
the company’s future may indicate an altering need for these facilities, both 
in terms of the volume of product to be handled and in the geographical 
position of areas to be served. Buildings are a relatively long-term investment, 
and it is not always easy to obtain additional premises in the right locations at 
short notice. (There is also a lease or buy alternative to be considered.) This 
part of the plan should be given very careful thought, and should give 
attention to the following points: 

* modernisation of existing premises to obtain handling and storage 
efficiencies, 

* expansion of existing facilities, 

*** optimum siting of warehouses, 

*** an answer to the question “how many depots shouldthere be?”—in 
many companies a lesser number than are currently operated, 

^ measures to reduce inventory levels to increase the effective capacity of 
depots. 

It goes without saying that a study should be made of the merits of 
operating physical distribution facilities oneself, or employing the services of 
specialist contractors. This is an evaluation that should be made at periodic 
intervals, and the outcome which will be affected by the size of demand to be 
put on the physical distribution section in the future, and by the nature of 
the firm’s business. 

The different patterns of the firm, as they are to emerge in the future, may 
also change the mode of transport used. Where rail may be suitable for 
product A, it may be completely wrong for the marketing strategy for 
product B, which the company will introduce in 2 years time. 

The company which operates its own fleet of lorries has particular 
problems to overcome. Sales plans will give an indication of the additional 
quantities of goods to be moved, new areas to be served, or new types of 
product to be handled. From these it is possible to identify additional vehicle 
requirements, and, working backwards, the dates by which orders for vehicles 
must be placed. The problem is complicated by the need to know the type of 
expansion postulated. If present lorries are fully occupied an increase in sales 
caused by expansion in number of customers may indicate a need for more 
lorries. On the other hand, an increase caused by selling more goods to 
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existing customers may suggest that the additional capacity should come 
from replacing existing lorries with larger ones. 

Vehicle plans cannot be considered in isolation from warehouse plans, 
since a change in the number of depots could affect vehicle needs. Similarly, 
plans must take account of changes in the environment—for example, new 
legislation covering safety, drivers’ working hours, and general operating 
methods. 

Changes in overall marketing strategy may affect the size of the lorry fleet. 
For example, if speedier deHvery becomes a key part of next year’s attack on 
the market, it may be necessary to add vehicles in order to be able to effect 
this. 

The replacement of current vehicles must be planned, in order to provide 
predictions of future capital requirements, and to ensure that every 
replacement is seen as an opportunity for considering whether a change 
should be made to the specifications of the vehicle in question. 

Physical distribution planning may run into a variety of other areas-use of 
new pubhc carrier services (for example, a new container service overseas), 
training of employees, the internal handling and movement of goods, or the 
reorganisation of the function to achieve maxinium efficiency. The needs will 
vary from business to business: in some companies the problem is of tortuous 
complexity; in others it is too simple to be beHevable. In every case the 
acceptance of the importance of physical distribution strategy as a 
top-management task is the key to realistic planning. 


CHAPTER 13 


PROJECT PLANS - CAPITAL 
INVESTMENT APPRAISAL 


Every undertaking has a duty to endeavour to use all its factors of production 
to best advantage. This means that it must develop the habit of carefully 
scrutinising and evaluating every capital expenditure, for it is only by so doing 
that it can be certain that its resource of finance is being used wisely. Major 
projects will involve the use of the company’s resources of people, and a 
commitment of capital to an unsound activity will also squander some of 
these all-important human resources. It must be a principle of good 
management that all resources are used carefully-and this applies whether 
the company is lean or fat, whether it has a small bank balance or a large one. 

No system of formal planning can be considered complete unless it 
includes ways for treating capital expenditure decisions with the seriousness 
they deserve. Of course, it is quite possible for a company to apply 
sophisticated measures to these decisions, without attempting any other 
aspect of formal long-range planning. Benefits will certainly arise from such a 
course, but in this case they will be limited to the knowledge that the 
company has done all that is humanly possible to ensure that any project it 
undertakes is viable. The company that practises the formal planning 
approach shares this benefit, and has the added advantage of ensuring that the 
project is in the company’s best interests. In other words, every capital 
expenditure should do something to help the company along its chosen 
strategic path towards its objectives. 

The formal planning approach means that additional criteria-unique to 
the individual company—will be developed in the evaluation process. Capital 
should not be allocated according to emotion, the relative strengths of 
individual departmental managers, or to the most successful division in terms 
of last years profits. Some aspects of this problem were discussed in Chapter 
4 “The Corporate Appraisal”. 
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Every business is caUed upon to undertake various different types of 
capital expenditure. Apart from normal increases in working capital arising 
from business expansion, the following types of expenditure can be 
identified: 


* minor, 

* replacement of existing assets, 

* investment/development, 

* profit improvement. 


Minor Expenditures 

There can be no business which does not face a host of minor capital 
expenditure decisions every year. In many of these the division between 
capital and expense may be very hazy, and the final treatment in the books 
may be a secret known only to the accountants. This is not important for the 

^ Few of Aese minor expenditures respond to any complicated methods of 
analysis. To my mind it is pedantic to consider a complex study leading to a 
decision such as buying a new desk, another typewriter or a projector for the 

training room. , ^ ^ . 

What is needed for this type of expenditure is a simple system whic 

ensures that a responsible person approves and authorises each proposal, and 
that a justification is given in writing in each case. Authority for approving 
the proposals may vest in different people: for example, a department 
manager may be given authority to approve expenditures up to £100, a 
divisi^al manager may have a limit of £1000, and all other proposals may 
have to be referred to the board. These limits are indicative only, and must be 

related to the requirements of the company. , , f 

For financial planning an estimate should be made of the likely levels o 
capital required for this type of project over the life of the plan. 


Replacement of Existing Assets 

All fixed assets of the company are liable to depreciation, and sooner or 
later many of them wiU have to be replaced. Replacement need not coincide 
with the life given to an asset for book depreciation, and the asset will seldom 
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be replaced by an identical item. The company may find it of benefit to use 

optimum replacement times: it is more 
sen ble to renew a piece of machinery before it begins to cause production 

haf hT h'V r®' attempting to close the stable door aftef the horse 
has bolted (particularly as it is not always possible to obtain immediate 
dehvery of many items of equipment). 

In all replacement situations the opportunity should be taken to evaluate 
the vanous alternatives that maybe available. Firstly, the expenditure must be 
considered against the long-term future of the particular activity to which it 
reters; there is no point in spending further in an area of business which is 

itbt f ^: Secondly, it is necessary to look at the decision in the 
light of technological developments. This may widen the decision area, since 
or example the need to replace one particular piece of machinery may 
ccelerate a decision to refurbish a complete section of the plant. 

^ differentiate between a replacement 

terb ° f decision. For example, a mixture of expansion needs and 

“^'“le^^^ice may lead to the building of a complete new plant 
3.nd the closing down of an old one. 

PosSTo*”?den?flong-range plan. It should be 
possible to identify the approximate amounts of capital which will be 

sSuW fom m r information 

should form part of the operating plan of each division or subsidiary in the 

company, and is essential for sound financial planning. 

Even more important is the opportunity to identify problem areas before 

they occur. For example, the possibility of changing from buying to hiring 

salesmen s vehicles, or of altering an entire packing Une because of the need 

to replace tlw filler units, should be considered well in advance of their 

Sr'n compand to atd 

Virtually all panic situations. 

In many cases evaluation methods may be very much simpler for 
replacement decisions, although complex situations may caU for more 
sophisticated techniques. It is not desirable to be too dogmatic over the 
method o be used, since a decision must be made on the^erits of each 

TTu replacement capital expenditure 

proposals should be supported by a written justification, and should foUow 

may reaS T'd t ? f ^^^^^ions 

chapter^ detailed report, using the principles outlined later in this 
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Investment/Development Expenditure 

Capital spent on development or new investments is perhaps the major 
force which enables the company to expand. In general, the two types of 
capital discussed above are necessary to allow the company to carry on with 
its current activities. It is the variety and number of new development 
projects which determines a company’s ability to close the expansion gap 
revealed by the Strategic Plan. 

Each of the development projects should have its place m either the 
Strategic or one of the operating plans. In many cases the project will be 
identified only in broad terms, or indeed it may be shown as one of a number 
of alternatives, the final choice of which still has to be made. (Examples were 
given in Chapter 6.) This, of course, is the ideal position, but in a real, hve 
company there may be situations when an unanticipated opportunity anses. 
The method of treatment here is for the company in effect to amend its pto 
so that priorities are re-assigned and the effect of the new opportunity on the 

overall plan can be clearly seen. i i 

Where a project is included in the long-range plans it becomes relatively 
easy to confirm that it is in accord with corporate objectives, and not 
impossible to ensure that each project is given some sort o^rionty ratmg, 
quite apart from its own financial evaluation critena. The mavenck 
projects are not so easily placed, and greater care has to be put into their 
evaluation. It is not that the techniques to judge economic viability or 
financial success will vary: it is simply that, particularly in a situation of 
scarce resources, management must be certain that the project m question 
does not displace another project of greater strategic importance to the 

There is a point made elsewhere in this book that is worth repeating here. 
Every company should have more ideas, more projects in its plan than it can 
possibly fulfil. The company that is devoid of ideas, that has lost the power 
of innovatory thought, is unlikely to have ambitious objectives (or if they are 
ambitious, is unUkely to achieve them). I am always suspicious of the business 
whose only hope for expansion lies in acquisition; this may bring immediate 
growth, but is unlikely to give long-term development, for m the ultimate the 
company will stumble again over its own inability to get out of its rut. 

The selection of each project becomes, in a virile company, very much a 
question of the choice between alternatives. More wiU be said on this subject 

later. 
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Profit Improvement Expenditure 

It will be remembered that one aspect of corporate planning concentrates 
on improvement. This theme appears in the corporate appraisal, and in the 
improvement section of the Strategic Han. 

Many improvement projects may be carried out with no capital 
expenditure. In other cases the improvement can only come if an injection of 
capital IS apphed to the affected area. Return on investment on this sort of 
project IS usually very high, often in excess of 100%. 

Some improvement projects can be identified in advance, and their capital 
costs written into the long-range plan. By their very nature, many of these 
projects are not so obvious at an early stage. For financial-planning purposes 
It may be necessary to estimate a sum of capital to be allocated to this type 


Alternatives 

The word “alternatives” has cropped up time and time again in this book 
and a recurrmg theme is that one perspective of corporate planning is the 
dentification and selection of “alternatives”. In project analysis there are two 
phases in this selection process. The first is the choice of project, a concept 
which was explained m detail in the chapters on strategic planning. Secondly 

there are what might be termed the internal alternatives attached to each 
project. 

For example, the company may decide to evaluate in depth a project to 

expand output of a particular product. Some of the alternatives that should 
be considered are; 

* How large an expansion to undertake. 

Whether to expand an established factory or open a new one; if a new 
tactory is to be opened, where should it be sited? 

* Whether it would be to the company’s better interests to have the 
^ product made for them by another company. 

The different types of plant or variety of building that should be 
provided. 

* Whether to buy or lease the particular items of plant and machinery 

required. ^ 

This list IS not exhaustive. The important point is that in every situation 
there is always more than one possible course of action. The aim in project 
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analysis is to ensure that all realistic alternatives are considered, and Ae 

‘“Sna’atlve analysis «ill never reveal all the answers, and should always 
be accompanied by a qualitative study, which would cover pomts such as the 
effect on employee morale of a particular course of 

the corporate P.R. image, or indeed, whether it is a good or bad strate^c 
move for the company. This qualitative analysis is a most important step m 
7XZon procei and should not be neglected. It is always very temptmg 
to be hypnotised by the numbers thrown up by quantitative techmques. but 
these never represent the ultimate solution. Business judgement is always Ae 
most important criterion in deciding what to do. No *iow good the 

mathematics, judgement has to be applied both m the selection of data for 
analysis, and in making the final entrepreneurial decisions. 

Mathematical techniques are invaluable in helping the meager 
his decision, and they also provide a standard against which perforrnance m 
the future can be measured. This question of monitoring and controllmg is a 
theme which has been discussed elsewhere in the book. 

I consider it important for aU major capital expenditure of this type to be 
supported by a comprehensive written report. Methods of qu^titative 
analysis used should be the same for ^ 

as niuch analysis as makes sense should be earned out, and that if the p oject 
does not respond to the methods chosen, the analysis procedures should be 
Lrtened. If the same method of analysis is used, it becomes eaner to 
compare one project against another: easier, but not easy. However much t 
mpTrtTand Lysis are standardised, there will still be variahons in the 
quality of the assessments and judgements used m the analysis. Risk^alysis 
in help to identify these differences, but will never entirely remove them. 


Project Analysis 

The best insurance a company can have that hs sophisticated analpis 
techniques are based on well-founded data is for it to ensure that projec 
appraisal is always approached with care. This means that objective ev^ua on 
Lt be made of the sources of data, and that all managers m the org^isation 
must understand the quantitative methods of analysis used. This ^^s not 
suggest that every manager must be capable of actuaUy carrying out ^ the 
calculations personally (one can drive a car without being a mechamc), but he 
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fi,; s.t; o,.:™. 

« L^rCeT"'”^* = «“• '**''■ ^ «“ ImSy b^ 

ponsible. Three steps are necessary to try to overcome this problem: 

* tm!lT "“"“S'™"* "f *' P'“Pl« behind the planned 

• Ensuring that all projects are examined by an independent assessoi. 

'^e principles of the planned approach were discussed in Chapter 2 and 
total acceptance of these throughout the organisation v^d^ mean that 
managers endeavour to be objective in all decisions. Objectivity is the badge 
of professional management. ^ 

Not aU projects will become the eventual operating responsibility of a 

toldenSv"^”^®^'’ ^ number of them will. Where it is pLsible 

to Identify management responsibility in advance, the manager concerned 

St form part of the team mvestigating the project. He must also be made 

Sjf accountable for results. Failure of the 

p lect to come within reasonable limits of its targets wiU be held as his 
personal failure, h this way, a manager will tend to temper natural optimism 
^th caution, ^d will also do his best to implement the project inTh™ 

hpt + 1 , rather than errors on his part, and a gulf can widen 

between the project report and performance. can wiaen 

mvestigation the company may not know who is to eventually run it ITie 

««««»Sescuu„o.b.';pIi h“ 

It IS weU worthwhile assigning one or more experienced line managers to the 

rs‘S‘s«Lr’ 
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Every company should submit each project to an independent hiternd 
assessor. He may be an accountant, performing this analysis as of s 
regular duties, the corporate planner, or a specialist project analyst. His duty 
is to ivork on the project from a fairly early stage, to question the 
assumptions on which the study is based, to try to ensure that aU da a 
produced are logical and that all loose ends are tidied up, to make certain that 
all sensible alternatives are considered and, finally, to undertake the 
mathematical analysis. Where the project analyst is a different person frotn 
the corporate planner, the planner too should be involved m the project, to 
assist in identifying alternatives, and to make sure that the project doeslmk 
up with the company’s overall plans and long-term strate^. 

^ Project evaluation has a greater chance of success when it is a team effort 
of both staff and line managers. like corporate planning itself it carnes ^ 
unbearable burden of disadvantage if it becomes regarded as a staft 
ivory-tower exercise. Both staff and line have a major part to play m the 

^^'^^ch completed report, with the recommended course of action, should go 
forward to the board for final decision (although this task may be delegated 
to a committee where the company considers this in its better mterests). 

The processes of project evaluation, not unsurprisingly, bear resemblance 
to the way in which the programme part of an operating plan is set out M 
relevant aspects of the project should be studied in depth and inverted to 
figures which will be used in the detailed mathematical andysis. The length of 
time for which projections are compiled will vary with the needs of t 
company, and sometimes from one type of investigation to another although 
attempts should be made to standardise within each company. The 5-year 
period used in so many long-range plans wiU be too short for mmy 
one should always remember that the lead time for a major project will rarely 
be less than 12 months, and will often exceed 3 years. In the latter cases, a 
5-year forecast will give very little data for andysis. 

As a generalisation, I should recommend that a time-span of 10 years from 
the first capital expenditure be taken as the basis of maAematical analysis, 
this means that all forecasts must be for this period plus 
the first capital expenditure. This is a recommendation which I should be 
prepared to change to meet special circumstances. As with the long-range 
pla^, it is something on which each chief executive should make his own 

^^*Each project will throw up special factors for investigation which are 




^ ^ INTRODUCING CORPORATE PLANNING 

unique to its own circumstances: similarly not all projects will reouire the 
same breadth of analysis. lire following sho'uld, thereLi'SiTrpSTo^y 
as bemg mdicative of the scope of a project investigation. ^ 

Objective 

The objective of each project should be defined and written down before 

s^ hit If h" in a few words 

so that the board can swiftly grasp its scope if it becomes a firm 

recommendation at a later stage. « n oecomes a firm 

There should also be a statement showing how the project fits into the 
long-range plan. When the planning system is working perfectly this mav 

Marketing 

esselJliafnlrt Marketing research should form an 

essential part of most major capital expenditure studies, although it is an area 

which IS stiU neglected by many organisations. There can be oSy one excuse 
for f^ure to study the market in advance of decisions to ta"stTh wfen 
foe chief executive of foe company considers that the costs of foe research 

I LTh m other woririlct 

^ investigatory expenditure it can bear but this limit 

carry a summary of market 
for dftlTn f cross-referenced to foe various survey reports 

project report would lead to a document of enormous size. 

martpl Consideration of foe market is the preparation of a 

a separate document TTiia mo +* i P S rnain plan in 

prepare assessments of marketing and sellinc 

expenies, in partli* 

frequently represent. «,y high proportion of total cos,' Cere musS™ 
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when estimating these, if the resultant figures are to mean “Jttog. Mos 
people with experience of project analysis will, I tok, accept ^ 
calculations of sales volumes and costs in the marketing and selhng areas are 
morfdifficult to estimate accurately than the technically based production 
costs. This suggests that they should receive a more determmed and carefu 

assessment in the first instance. ^ i * \ 

It may be necessary to re-examine the marketing plan at a later date. A 
p4ect with a long lead time may be so far away that .t .a ptudent to accept 

that many elements of the plan will change. 

Physic^al distribution must be given particularly mtense consideration, 
since not only does it play a vital part in the success or failure of a project 
but it may L involve considerable capital investment. The importance of 
p^Ucal distribution will vary with the nature of the project: it needs no 
explanation to support the statement that the distribution of an mdmtoal 
product by rail is a vastly different proposition from the 
by speciahst road transport and requiring the support of a chain of 

warehouses. 


Production 

From the marketing consideration it is possible to move 
problems The study should cover the way in which the product is to be 
mal and should include specifications of the plant and machinery and of 
the buildings. In many cases this is an over-simphfication, and there may be a 
Lber of discussions between marketing, research and development, and 
production before final solutions are reached. These solutions mj. frequently 
Lolve modification of the original marketing 
predicted sales volumes affect both the method 

of production: the costs of production may in turn cause changes to be made 
Z the orSnal forecasts. This is but another instance of the circular series o 
relationsWps which have been mentioned in connection with many other 

"T.: .ha. much of «.e de.*d dauneccssary fo, .he deuced 

fmaodal aoalysia are obtained. Raw-material '=f^ “toamd 
and all the elements of direct and indirect production cost can be prepa ^ 
TWs requires an intimate knowledge of the processes f 
capital costs of the plant and buildings, the manpower levels required and the 
cS of“ »do» types of labour .equired. Production costs should be 
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calculated both on a total annual basis for financial analysis and on a nrodurt 
unit basis (by fixed and variable costs) so that exercises Ly’ bTcarri d on 

the effects ofincreases or decreases in volume. ‘•rneaouton 

Project to project. Technical 
cularions may be moderately simple where the proposal is for the 

th^^mt^ ° eiusting plant, or very, very complicated when they involve 

t f f., ^ company. The preparation of these estimates may 

involve detailed discussions with raw-material suppliers, plant and machiner!^ 
manu acturers and architects. The use of consuhants should be comS 
when this smts the circumstances of the company. considered 

These studies are likely to result in a very large volume of renorts 
amoMeVt? It is necessary that these data are cfearly’ 

project report should contain only a brief summary of the recotrauendatlons 


Location 

nro^r marketing and production factors is the siting of the 

project. Tins is not a problem when the investigation is covering a simple 

factZ i!" “"I' comphcated when a nL 

betwJT .t^®ted, since the decision may be not only between towns but 

between countries as well. 

.. (S hT company to produce 

he puntf ,t ^ “f -rkeh compand with 

e puU of the raw matenal sources, are described in most elementary 

econonuc textbooks, along with the other factors for consideration such Z 
cost and availabihty of land, power, water, waste-disposal facilities labour 

^d supporting services, and the existence of fiscal Lrriers or incentives 
These need not concern us here. 

actu^rt^H identifying the factors in principle, and 

breakine sale^f ^ practical study: the difficulties of 

In ^ ^ of themselves 

In location studies it is usuaUy good sense to make use of the appropriate 

the ’and^^ir^ f ^ ‘^“‘"Puter to construct mathematical modek for 

necessary skills it may have to engage outside help. Carefully defined 
assumptions and the elimination of the obviously unsuitable wfil, in any 
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event reduce the problem to a manageable size-but wUl still leave a 

tremendous volume of work if the job is to be carried out well. 

There is no need to stress that the penalty for failure to obtam the best 
location for a factory may be a permanent additional annual expense a sor 
of perpetual fine for not doing the job properly in the first place. 


People 

No project study can be considered complete if it ignores 
factor. ThLe are a number of problems for consideration, all of which are 
simplified if the company has already prepared good long-range personne 
plans: if only for the reason that some of the difficulties will have been 

^^Thr project Tp^ort should show clearly how the new proposal is to be 
manned piticular attention should be paid to the key posts, but at the same 
time the investigators must be certain that the genera manpo 

reauircments of the project can be met. 

Any effects on existing personnel-for example, if the project requires the 
expansion, relocation or divestment of a particular sphere of activity must 
be^studied and planned in detail. Additionally, any organisational changes 
that will be necessary must be carefully planned. 

Commercial risks 

Every project involves risk of one type or another. As far as possible the 
commemi^ risks should be analysed and studied, so that top management c^ 
assess whether the rewards compensate for the dmgers 
degree of risk is important. Some of the areas which typify this sort of 

are shown below: 

* Change in competitors’ strategy. 

* Product obsolescence. * i„ 

* Loss of major export market through imposition of import controls or 

protective duties. 

* Pohtical events. 

* Nationalisation. 

* Increased government control (for example, on profit mar^s, 
product standards-use of cyclamates, ethical pharmaceuticals). 

* Worsening labour relations in the industry. 
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Assumptions 

to fver assumptions 

to cover the unsown elements of fact. These should be recorded, and it goes 

W1 ou saymg that they should be consistent for all aspects of the study. 

Capital 

the amoM of capital reqptad. This, of course, is stattog the obIu“ ^0 
the enable requirements to be identified, although 

clarification^"^ presented may require a little 

Estimates must be made of the two types of capital-fixed and 

thrST'^^^T'^ assessed from 

the studies made, and usually the majority of these needs will derive from th^ 

production elements What may be more difficult is to identify the fime when 

this capital has to become available. In a large project, capital expenditures 

Zv fZv acr,”,'"^ Zpr^iccf^alysr™ dTo 

Icnow fairly accurately when capital is needed, as this will affect the 

TelSZced will 

Working capital needs will, as a general rule, tend to increase as the 
business expands, and can be estimated from the sales and production figures 
en these are related to planned raw material and finished goods invemory’ 
levels, and to accounts receivable and payable. inventory 

principle is that care must be taken to identify all 

this partiLlar"n''^-*^T"rf '^"^*"® because of management commitment to 

making r e an?" '' to be led to 

akmg more and more investments in order to “protect” the first one A 

cmpl. c»„.p,e „ ^ Ty "efd "o aJ 

expansion m the numbers of head office staff, and a need to buy or rent 
additional office accommodation. One sees the same thing happening with 

required within a year or two to modernise buildings and equipment Or 
another e^mpfe „ the purchatte of a warehouse fo, L, when’Z Zag^ 

as ZZ' ““ "I"*™”**- Iliave heard this described 

as the salanu principle; top management is served up a slice at a time, and 
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never is put in a position of being able to appreciate the true shape of the 
sausage. 


Methods of analysis 

This is not a book on techniques and consequently the methods of 
mathematical analysis will be given only very general treatment. 

slnTe c^only be made of a project if it is assessed on a margmal basis. No 
attempt should be made in the project report to allocate overhea s, or o er 
charts that the company would bear, whether or not it made the capital 
exSn.. appeal. This is not to say that after 
deLlon is made, normal accounting practice tor that company should not be 
followed. Similarly any additional overheads that will arise because of 

new project must be charged to it. .is mnct npvpr 

H^ng said this, I should like to make the point that a project must never 

be looked at in isolation. An activity that is in a loss position may still be i 
loss position, despite an injection of capital into an " 

bv itself has a very high return on mvestment. If projects are alw y 
Sns demd purely bom a marginal point of view. It is rury easy o o»e look 
cr«s llL this, and to end up exprmdlng an area that should be 

r1n«ied or throwing good money after bad. 

mLtevlr methods of evaluation are used, it is essential for the company to 
setT^dards” ainst which they can be judged. For example, an expres^on of 
a return^ rate as, say, 15% only has real meaningrf one knows 

within the company whether this is good or bad. The st^dmds adopted 
should be the minimum that the company will find 

mean that all projects above this are automatically accepted, but it wU ensure 
that in all but the most unusual circumstances-projects falling o ow 
r^e are mj^terwithout being put to the board. The st^dard set may 
niurally vary with both the type of project and the geographical area of the 
nroDOsed investment. Thus it is quite sensible to apply a standard of, y, 
15% R.0 I for U.K. projects and 25% for African projects, where the de^ee 
of risk may be considered higher. These rates are given as examp es onV > ^ 
Le notTtended to be recommendations. The firm must set the standard 

itself bv reference to its long-range plans. 

There are a number of ways of analysing the figures produced during t 

myestigatlon. I tbuik the fust duty ot my mana^ment is to ^ept 0“‘* 

T hcsf “ perfect. Some ate bette, thm othets, but eveu the,, have faults. 
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The most prudent way is to use more than one method-and as mentioned 
'^To mv m^^T ^ modicum of management judgement. 

discounted cash’fl ^ methods of analysis are those using the 

the ca h-flow principles. These methods enable weight to be given to 

the present value of money on the ha<ik that -pi i ° 

comnanv than Pi ^ u to the 

todav All fh u I ®3m interest on the £1 if it has it 

L* The m. Ohtflows are therefore discounted on a time 

asrs. The rate of drscountmg is fixed intemaily by the companv but should 
repmsent the set of return the company should be eami^r 

rate £1 Sow SVS*''" f 

Mie 1,1 win grow to £1.61 over a period of 5 years: 


Year 0 
1 
2 

3 

4 

5 


£ 1.00 

£ 1.10 

£ 1.21 

£1.33 

£1.46 

£1.61 


1 + using the reciprocal of the compound interest factor tn 

p ot the present «lue of a future £1. This shows Uie decrtag ~, „due 
Of future money as its expenditure is postponed. 


Year 0 
1 
2 

3 

4 

5 


£ 1.000 

£0.909 

£0.826 

£0.751 

£0.683 

£0.621 


If the chosen interest 
would have been: 


rate had been 15%, the table of present values of £1 


Year 0 
1 
2 

3 

4 

5 


£ 1.000 

£0.870 

£0.756 

£0.658 

£0.572 

£0.497 


The principle appUes equally to inflows of cash as weU as outflows. 

A methods of analysis using d.c.f. are net present value (N P VI and the 
d.c.f. rate of return. Hie former seeks to measure the net preset t 
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last year of the timespan chosen at the selected rate of analysis. If again a 
10% rate were chosen N.P.V. would be nU if the project equated with Ae 
standard, negative if it were below 10%, and positive if it were above it The 
hieher the N.P.V. the “better” the project (in purely mathematical terrm). 

A second criteria emerges from N.P.V. analysis, and this is the n^ber of 
years before the project pays back at the discounted ^ 

frequently be later than year of payback, at undiscounted values. The length 
of analysis affects the final answer, although the figures in the later years av 
less weight than those in the earlier years. For exampK at 10% the 
discounting factor would only be 0.149 at the 20th year. This, o ^ours , 
means that the larger margins of error which tend to creep in 
years of a forecast, have less weight than the more accurate figures that might 

be expected in the first years. 

The N P V. can be expressed as a d.c.f. rate of return. That is, the r 
discount Aat would apply to reduce the N.P.V to nh by the last year of he 
analysis. Calculation of the d.c.f. rate is usually done by trial and error, but n 
practice can be worked out within the limits of accuracy needed after on y 
two or three sets of calculations at different discounting rates. 

D.c.f. is important because it enables taxation and fiscal incentives to be 
taken into account, and because it recognises that depreciation does not 
represent an actual outflow of cash from the firm. The method can be used m 
conjunction with decision trees, and also provides a basis for the 
quantification of risk. (Risk has been discussed in Chapter 5.) 

When calculating d.c.f. it is quite simple to work out ^ average return on 
investment (R.O.I.) rate for the project, and this should be done as a ma 
of course. R.O.I. is an old friend, and one that still has a great deal of value in 
project analysis. R.O.I. and d.c.f. will frequently give Afferent answers A 
project with the same annual figure for capital employed for each year of its 
life might have an average R.O.I. of 10% if: 

1. R.O.I. was 10% for each year, or , , j 

2. Earnings were heavier in the later than earlier years, but when averaged 

come to 10%, or 

3. Earnings were heavier in earlier than later years. 

D c f analysis would indicate that situation 3 was the 
project-because greater weight would be given to money earned in the 
present- situation 2 would come out clearly as the worst of the three. 

^ internal comparison of projects it is also worthwhile using return on 
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sales and turnover ratios. Apart from their use in comparisons between one 
proposal and another they also help to ensure that each project is realistic. 

Financing 

The last act in project analysis is to recommend the way in which the 
proposal wiU be financed. This, of course, is a direct link with the long-range 
financid plan, and m most cases a decision on method vfill have already been 
ma e. The project report provides an opportunity of checking the financial 
strategy for the particular project in question, and revising it where necessary 
No one should obtam the impression that a system of project analysis and 
apprmsal, as outlined in this chapter, will automatically solve aU their 
problems. What it will do, hke every other step in the formal planning 
process IS to give them the chance of being right more often than they are 
wrong It gives management a reahstic and workable way of making a decision 
out of the many alternatives that confront them. And the company that 

chooses more wisely than its competitors is the one that is most likely to 
succeed m the long run. ^ 




CHAPTER 14 


MAKING PLANS ACTION 


Planning without action is a useless activity. It may provide a certain amount 
of mental stimulation, but it will not add one iota to company prosperity. In 
the very first chapter of this book it was emphasized that corporate planning 
could only be justified if it increased corporate profits. It follows, therefore, 
that an essential part of any planning system must be a means of making the 
long-range plans actually happen, of preventing them from becoming a 
once-a-year exercise and forcing them to be used in the day-to-day running of 
the company. It is fair to say that one reason why planning fails in some 
companies is simply that too little thought is given to this aspect. 

This is not to argue a slavish attention to the letter of the plan, regardless 
of whether the action is still appropriate. This point has already been 
reasoned in earlier pages, and it is again emphasized that aU plans must be 
flexible rather than rigid. The planning document that becomes part of 
day-to-day management will be flexible, since it will be deliberately adapted 
to changes in circumstances: throughout, the overall profit targets and 
corporate objectives will remain constant, and all changes will be carefully 
considered and evaluated. Altering a strategy is often desirable, but must 
never be carried out lightly and without thought. 

Part of the way in which plans can become an important factor in 
management has been stressed time and time again. By convincing his 
management team that he means what he says about a planned approach, the 
chief executive will put planning in its proper perspective. By designing a 
system of planning that calls for maximum involvement from all management 
levels, the planner will ensure that line managers have a high degree of 
acceptance of planning. But these exercises in motivation are not of 
themselves sufficient to guarantee success. Something else is needed. 

The additional factors which must be built into the planning system are: 

* a means of converting long-range plans to tactical plans, 
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* the means of measuring progress of all types of plans, 

* regular updating of plans, 

* a system of personal standards of performance. 

Annual Operating Plans 

If a long-range plan remains in the form of a 5-, 10- or 15-year document it 
will be unlikely to result in action. What is required is the conversion of the 
first part of the plan into a short-range tactical plan—and a convenient unit 
with which to begin is the first year. 

Within the framework of the longer term, the first year of the plan should 
be examined in greater detail, and an annual operating plan produced. The 
sort of planning cycle that I recommend is illustrated below: 

February 1971 Complete 5-year plan 1972-1976 
December 1971 Complete annual plan for 1972. 

It can be seen from this that the annual plan is always taken in the context 
of the longer period and is never a document in isolation. It must reflect the 
strategies of the long-range plan and should never be a vehicle for the 
introduction of new strategies. (If a new approach is found to be necessary, 
the long-range plan should first be amended.) To be fully effective, the 
operating plan should be linked with the annual budget, and it makes good 
sense if the budget is seen as the expression of the operating plan in financial 
terms. The division of responsibility between planner and accountants must 
remain clear, and although there must be close co-operation and 
co-ordination, the budgetary control process must always remain with 
accounts, and should never be taken over by the planner. In concept, 
however, the budget should be seen as a vital part of the company’s overall 
planning system, and not viewed as a procedure which occurs in glorious 
isolation. 

The annual operating plan provides an opportunity of involving numerous 
levels of management in the planning system. While contributions to the 
long-range plan must be restricted to the more senior levels, with a certain 
amount of support from their subordinates, it is valuable to request 
short-range plans even from the more junior managers. There may be little 
point in asking a regional sales manager to prepare a 5-year plan, but a great 
deal of benefit may arise if he is asked to define his planned course of action 
for the forthcoming year. 

Many of these lower-level plans need never be seen by the planner, except 
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in so far as he wishes to make sure that they happen, or if he is trying to help 
the divisional manager to improve planning at this level. In concept, the 
lower-level plans are a series of submissions by the more junior levels of 
management to their divisional manager, giving him the measure of control 
over his subordinates which the chief executive exercises over him. Hans at 
this level will require very detailed policy guide-lines from the divisional 
manager, to ensure that they do in fact fit in with his requirements. What the 
more junior managers submit to him is really a programme for the 
performance of elements of his plan, and the lower the level of management, 
the more constraints will be placed on the freedom of thought. Besides giving 
the divisional manager a useful means of controlling progress, this spreading 
of formal planning to the lower management levels can help to stimulate new 
ideas. At the very least they become fully aware of corporate policy, as it 
affects the division, because this has to be defined before they can plan. 

The annual operating plans which are drawn into the total corporate plan 
are those of the units which contributed to the long-range operating 
plan-usually the subsidiaries and divisions of the company. These are the 
plans which are assembled for top management, to show how the strategies 
mapped out in the long-range plan are to be carried out. Each part of the 
long-range plan for the year in question should be examined in depth. 
Requirements for the content of plans will follow the broad headings used for 
the long-range plan, but will be expanded in detail. Where, for example, the 
long-range plan would deal with advertising in perhaps a broad policy 
statement, the annual plan will get down to detailed campaign objectives, 
media schedules and the like. The marketing plan should end up as a 
blue-print for the coming year’s activity, set out in such detail that it could be 
carried out even if the marketing manager were to leave the company. 

Operating plans should be prepared in advance of the budget. Having set 
out beforehand the course of action intended, it is possible to prepare the 
budget to show the financial results. If these results do not take the company 
to its targets, it becomes necessary to re-examine the operating plan. The 
budget figures should never be judged to give the correct answers, unless a 
change is made to the total plan. In this way the operating plan gives the 
budget much more meaning than is the case in many companies, because the 
need for any policy changes becomes fully apparent. Any changes must, of 
course, be seen in the context of the long-range plan and actions outside of 
the long-range strategy will only be taken if the long-range plan is amended so 
that the full implications are appreciated. 
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In practice, some parts of the organisation will have to begin planning 
before others. Sales forecasts are needed before costs of production can be 
ascertained, while the production costs themselves may alter marketing 
strategy. This is the familiar reiterative effect which occurs with all planning 
activity, and which has been encountered in this form in the long-range 
planning system. In fact, little difficulty occurs once a system of planning is 
in operation, and provided the company has a reasonable management- 
information system, since the marketing people will have sufficient 
knowledge of the company’s pattern of costs to set strategies and forecasts 
which will need little or no amendment once the final budget costs are 
calculated. 

Each annual operating plan and budget should be reviewed by the chief 
executive with the manager concerned. As with the long-range plans, the 
planner should have sight of them before they move higher, so that he can 
exercise the same co-ordinative function which he exercises over the 
long-range plans. He has some particular additional duties to perform in the 
case of the annual plans-to make sure that actions in the annual plans do not 
cut across long-range strategy, and to see that elements of strategy set out in 
the long-range plan are not omitted from the appropriate tactical plan. It is 
very easy to ‘lose” the odd course of action, and although no company 
should fulfil a plan which time has made inappropriate, no course of action 
should be abandoned by default. 

In many ways the production for getting good annual operating plans are 
similar to those for getting good long-range plans. Planning assumptions must 
be defined, and any necessary policy guide-lines issued by the chief executive. 
Profit targets should be the same as those used for the appropriate year in the 
long-range plan. A comprehensive time-table should be issued by the planner, 
to ensure that every person involved understands the part he has to play, and 
the date by which his contribution must be received. This time-table should 
envelop that of the accountants operating the budgetary control system, so 
that the two parts are seen as a composite whole. Sufficient time must be 
given for reconsideration of both budgets and plans, in case the first results 
produced do not come up to expectations. 

These methods should ensure that the first year of the long-range plan is 
converted to a firm course of action. 

Other Tactical Plans 

The annual plans will not be the only tactical plans required. Within the 
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annual operating plan, there may be elements which should be isolated and 
for which a specific programme for action should be completed. In some 
cases these elements may cover a part of the year: in others they may overlap 

the planning year (for example, the budding of a new factoty). 

These types of tactical plans often benefit considerably ram e 
application of some of the techniques discussed in Chapter 5. Network 
di^aOTams are particularly useful for many of these plans. In many cases simple 
schedules and bar diagrams are sufficient. Sometimes where each step wi 
reveal alternatives for decision, a decision tree is useful. Whatever teclmiques 
are used, the main steps in this type of tactical planning must be the isolation 
of each task or event to be performed, setting a date for performance and 
ensuring that responsibility for performing each stage is assigned to an 
appropriate individual. Whether the plan is for test marketing a new product, 
installing new machinery, or simply changing the location of the office, these 
methods will make sure that management’s intentions become action, m a 
way that is positive and controllable. 


Monitoring Performance 

The tactical plans set out the intentions of the long-range plan in a way 
which makes action possible. Responsibility for action is 
individuals, and the task they have to perform is defined. ^ most cases, they 
wUl also be aware of the effect that failure in performance by them will have 

olril*L'3Txecutive has a problem to face. How can he make 
sure that actions are being carried out? The only answer is to have a systeni of 
monitoring and follow up. If an action is scheduled in the plans, the c 
Scud” is endued to expect that it «U be petfonned: tf the *«nou 
individuals in the company know that a monitoring system exists, they will 
be less likely to fail for trivial reasons, since their sms will come horn 

first part of the controlling procedure comes from the budget. Regukr 
comparisons of performance against plan, and analysis of variance give the 
direction in which the company is moving, and it is possible for each manager 
ra serhow close he is to his profit targets, and to take action to correct 
disadvantageous situations. The principles of budgetary control are, of course, 
well known as a management tool and need no further discussion here 

What is important is recognition that the budgetary processes are not by 
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result can often be obtained for the wrong reason, and the budgetSv 
take rti ''^“ssarily reveal this. At the last moment a manager may 

figure “riX’^the r long-term interests in order to get the profit 

be actions wh^ch 

itse?f”!lf^T-®^*^ '' ^ Of monitoring the operating plan 

eff t • ^ actions are completed on due data and that their 

effect IS recorded. Some part of this was discussed when objectives and goals 

r:.x?:atir^‘ 

e tables eases the monitoring task. Perhaps the simplest wav of 

.a* r*: t’ be ab^LeZon. 

each plan at regular time intervals, and sent to the relevant operating 

faZeTIfIslaLTe''^'^^^ 

successfuUv comnlpVrf knows have been 

oUu u f d. In many companies a Quarterly monitor is sufficient 

™d:t rL LTb “ -P-.e eblohlS 

farreacbinjT pff -f actions which will have 

prepam the h^ It T' may 

LtL he .,• ri ^ n absolutely essential that the monitoring 

letters be si^ed and sent out by the chief executive. It is he who is Z? 

that ”'is “e who’’ if P™6'f '* “ tapottot that managers realise 

SierfalLv . ® *e ° by » failure, not the planner 

tUternatively, a company with a good committee system could arrange for 
these items to be plaeed on the agendaof appropriate meeting ® “ 
All operating managers should be taught by the planner to accent that 
p ans may be changed if the course of action scheduled turns out to be a 
efScfs tbe manager, if he does change, provided aU 

blackesrof ^ long-term results taken into account. The 

b ackest of all sms is when an action goes by default, when a manager fails to 
fulfil an obligation, or changes a course of action i^ithout that he 

tie knowledge that such displeasure will be shown is enough to make 
managers avoid such embarrassing situations ^ ^ 

No one in the company wiU fail to understand that the planner plays a 


MAKING PLANS ACTION ^ 

part in initiating the review procedure, and the planner would be unwise to 
try to pretend that the abstract does not begin with him. If replies are sent 
direct to the chief executive this should remove some part of any impression 
that the planner is disciplining managers. The rest of any feeUng which migh 
build up can often be removed very simply. Where a planner is aware that an 
action of major importance is coming up for monitoring and has not been 
carried out, he can improve his own relationship with the line manager by 
dvine him an informal warning. This will at best give the manager a chance to 
perform the action: at worst he will be able to advise the chief executive of 
his failure, and give a new completion date, before he is requested for such an 
explanation. This, of course, puts the manager in a much better light. 

One thing the planner should never do is to try to influence the chief 
executive in the way he treats managers who ignore their plans, ms is a 
matter which should be private between the chief executive and the offendmg 
manager. The chief executive must, of course, be aware that performance is 
of the greatest importance to successful planning, and that he has put this 
fact over to all his managers as part of his normal duty of activatmg 

management. ^ 

Monitoring the progress of plans does not end with the annual opera mg 
plan, and a similar procedure should be devised for any short-term plan In 
this case the chief executive may not always be involved (the ext^t of his 
involvement will depend on the importance of the particular plan). GeneraUy 
it is sufficient for the group or working party responsible for implementmg 
the plan to appoint one of their number to make regular progress reports at 
defined intervals. Alternatively, he may be charged with the duty of 
exception reporting-bringing the working party’s attention only to events 
which did not proceed to plan. 

It is important for rescheduling to take place in any form of monitoring 
procedure. The new dates and courses of action should be integrated into the 
existing plan, and the chain effect on other parts of the plan must be taken 

The third type of monitoring procedure that should be instituted dea 
with a different type of plan, the project plan. Many companies make very 
comprehensive investigations into capital expenditure appraisals, but few have 
any follow-up procedure to compare their studies with what really happens 
once the capital is spent. Some form of monitoring capital projects is 
important, to make sure that top management’s wishes have been carried out, 
to ensure that no further action is required by management to bnng the 
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Situation back to plan, and to improve planning ability in the future. The last 
reason IS of greater importance than is often imagined. Many lessons can be 
learnt through a study of mistakes, and any project study is subject to a large 
number of areas for potential error. ^ 

The elements of a project proposal which require monitoring include the 
ime span for impkmentation, the actual capital spent, and the results 
actually achieved. The comparison must, of course, do more than state 

Management can learn no 
kssons from knowing that certain key forecasts are wrong, unless it knows 
wny they are wrong. 

if results are to be monitored, the accounting system must 
comparison is possible. This may not be 
cult in a multi-miUion pound project involving the construction of an 
entirely new factory for the company. It is not so easy when the project 
nvolves the modifications of existing plant, or where the capital is spent on a 
unction which is indistinguishable from operations already being carried out. 
n extreme cases the total results may be immeasurable in practicable terms 
Md management may have to be informed of this-but even in these cases it 
will be possible to measure certain aspects, such as additional personnel 
employed and the capital spent. ^ 

It is also impracticable to think about measuring results for each of the 
years included in the original proposal-be they 5, 10, 15 or longer. Some 
compromise is necessary, and it is suggested that this should be to carry out a 

against the proposal, at the end of the first full 
^>^ading. At this stage a comparison is likely to be worthwhile, and to 

k tb I f business. What is equally important 

that It may not be too late for management to take corrective action if 
events are not proceeding to plan. If all is well, this may be the only 
^nitormg action that is needed, and the project may then be considered as a 
true part of company operations which will fall within the overall planning 
arrangements of the company. It may, however, be desirable to continue 
onitonng results for the next few years, and this will be essential if the 

a decision will depend on the particular project-obviously the major new 
chemical works deserves more management attention than the ^ew 
ware^house although m a dynamic situation it will soon be impossible to 
onitor effectively because the business wiU grow, and will call for additional 
mvestment which will change the shape of the original project. 
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Updating Long-range Plans 

The planner has to face another problem when he designs a planning 
system. It has been stressed that plans must be flexible, that strategies rnay 
require amendment if objectives are to be achieved. It has also been suggested 
that a continuous study of the environment is an essenti^ part of any 
long-range plan, and that a change in environmental factors basic 
assumptions may make an alteration to strategy an essential: indeed, the 
ability to alter course to turn events in the outside world to a company s 
advantage has been given as one of the basic reasons for corporate 
So far the changes that have been suggested wiU occur at 
and will be outside of the normal planning cycle. There can be no doubt t 
replanning a part or the whole of the plan in these circumstances is an 
esLtial, and must be carried out if the document is to contmue to have 

*"^St may also be desirable is the regular updating of the financial results 
of the long-range plan, as an integral part of the corporate planning system 
Some companies revise all these results as a matter of routme at 6- or 
3-monthly intervals, on the grounds that this forces managers to correct for 
the thousand and one small developments, which rmght otherwse slip by 
until the beginning of the next full planning cycle. In theory, this system 
always gives the chief executive a clear idea of what his company is to achieve 
over the 5-year period (or whatever time span is fixed for the long-ran^ge 
plan), corresponding in a way to the “latest estimate” which may appear for 
the year on a normal budgetary control system. 

The difficulty with this concept is that it becomes very di icu 
participants in the planning process to be objective. It is ^ *e 

expected results of the next 5 years to be influenced more by last weeks 
sales or yesterday’s strike, than by deliberate poUcy changes Theoretically, 
constant updating keeps a manager aware of the long-range plan, and ensures 
that current decisions are made against the longer-term strategy In practice 
it can easily become a meaningless chore. Unless a manager is able to divorce 
himself from day-to-day activities when he makes these alterations 
pSIi they "an. In fad, be dangerous. Where the complete proce^ of 
nreoarine^a long-range plan forces a manager to devote several days to 
tiiinking^bout the future, the partial revision at regular intervals may be 

disniiss6(i 3^s ^ lO-niinutc job. . . 

^ This is not to say that regular updating will never serve a purpose. Much 
depends on the managers in the company-if they are competent to tackle 
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Personal Standards of Performance 


Standards of performance-possibly broadening into 

5:S n2'.oT2i:d"5s: 
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Yearly Report on Planning 


resi so far are enough to drive the plans forward to 

e preparation of an annual progress report which will do two things. 
* Compare the progress of the company against the long-range plan to 

'i; 

i; C.t;;',t : rr “ ■“■ 
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The section of the report dealing with the annual plan must not deal with 
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the budget, as such, although it will not ignore major variances from the goals 
for that year. The sort of lessons which can be drawn deal with errors of 
omission, failure to fully consider assumptions, over-estimation by a manager 
of his capacity to undertake new tasks, and whether the variances fall within 
the risk tolerances originally calculated. 

Perhaps the most important decision which the report must lead to is 
whether variances in the past year’s performance justify a change in either the 
basic strategies of the long-range plan, or the results that can be expected 
from these strategies. This is not an easy matter. A variance, favourable or 
unfavourable, may occur in any one year’s results because of purely 
short-term measures. Alternatively, it may indicate a trend to a serious 
departure from the long-term plan. Obviously it is of paramount importance 
for the company to try to understand which of the two possibilities apply. A 
wrong decision can either leave the company drifting towards another year of 
variance, or it can lead to a change in strategy which is unnecessary, and 
possibly undesirable. 

The effect on managers of a bad year is also important. Unless the real 
reasons are known and accepted by those contributing to plans, there will be 
a tendency for pessimism to creep in when the next long-range plan is 
prepared. So the planner’s aimual analysis and report can do much to ensure 
that the plans of the following years are eventually converted to action. 

The application of aU these measures will ensure that long-range planning 
does not become an empty exercise. Not only do they ensure that the 5-, 10- 
or 15-year plan becomes converted into a series of meaningful tactical units 
which are capable of implementation, but they also continually measure pro¬ 
gress towards implementation, causing necessary changes to be made which 
means that the plan always remains a living document. Beyond this, the 
measures underline the duties of individual managers, in a way which motivates 
them to fulfil their commitments. It is, after all, the actions of individuals 
which in the final event decide whether a plan is implemented, and unless the 
individual parts are made clear there may be grave difficulties in the way of 
achieving the whole. 

While it may be possible to dispense with one or two of the measures, and 
still retain a fair chance of success, the company which adopts them all will 
be virtually certain to bridge the gap between planning and action, and no 
one can doubt the need to do this. 



CHAPTER 15 


COMPLETING THE CYCLE 


At the close of Chapter 1,1 suggested that there was a need to keep the whole 
corporate planning process in mind, as we focused attention on each of the 
separate parts. 

Inevitably, discussion of the individual and specific aspects of corporate 
planning must have taken away some of this emphasis on the totality of the 
planned approach to management. Some chapters are longer than others, 
simply because the subject matter they contain took longer to explain. Unless 
corrected, the reader may excusably assume that length equates to relative 
importance, and that more attention should be given to the elements 
described in the longest chapters, than to those which appear in the shortest 
ones. 

The purpose of this chapter is to ensure that these impressions are 
corrected so that the book finishes where it began, completing as it were a 
cycle of its own which is symbolic of the circular nature of so much of 
corporate planning. 

It is also important to stress that the book has been written within a 
certain defined framework, and there is much that is relevant to the corporate 
planner which I have regarded as being outside of its scope. This is 
particularly true of the various techniques which are vital tools of the 
planners trade—those which I have included have been given but scanty 
treatment, while others have not been discussed at all. My task has been to 
demonstrate corporate planning as a practical and useful way of management, 
to ensure that basic principles and methodology are presented in an 
understandable way. I hope this book will, in effect, present the managing 
director or planner with his driving licence: most of the techniques are for the 
advanced driver, and are not in themselves essential to effective progress along 
the road to the future (although they may be very useful). 

There is the danger that explanation has over-simplified what is really 
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involved in corporate planning. I do not regard any aspect of planning as 
“difficult”, in the sense of being hard to understand or perceive in relation to 
the needs of the individual firm. But every aspect may be “difficult” in the 
sense that each business is made up of a collection of individual people who 
will react to any changes made to the way in which they carry out their daily 
tasks. There may be very real problems of misunderstanding, conflicts of 
attitudes, uncertainty, or even the typically human reaction that anything 
different must be suspect-a reaction which comes to all of us from time to 
time. And most plaiming disappointments arise because of a failure to give 
adequate attention to the human element. 

Every chief executive contemplating this method of running his company 
must face up to these difficulties. This means that he, above anyone in the 
company, must fully understand what is meant by corporate (or long-range) 
planning. Only those who do understand, and are sure that they want it, 
should introduce it to their organisations. The potential rewards are great, but 
they are available only to the companies which approach the problem in the 
right sort of way. Perhaps my overriding message to any chief executive is, if 
he is not sure, he should not do it. 

Successfully introduced, planning will ensure that a company obtains a 
greater degree of control over its future than would otherwise be possible. 
These benefits will not come overnight, and are rewards only for the 
company that really works for them. The object is to stimulate, not to 
replace, the entrepreneurial processes: to make people think, not to 
substitute a set of procedures for creative effort. 

Because of the difficulty mentioned earlier, it may take many months to 
make planning fully effective in a company. The time taken will vary from 
business to business, with the complexity of operations and with the natures 
of the managers who constitute the company. The chief executive must be 
prepared to allow his planner to take the introductory stages slowly. At the 
same time he should retain control over what is happening-it is a good idea 
for him to insist on a planners’ plan of how the task is to be 
approached—perhaps a network diagram or bar chart. This controlled progress 
is a long way from the almost random development achieved by some new 
corporate planners. I have met plaimers who have claimed to have done 
virtually nothing for the first 6 to 12 months of their appointment, largely 
because they had httle idea of what they should be doing! 

I said earlier that no one can opt out of planning once a decision has been 
made to introduce it. I do not mean to imply that the introduction itself may 
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not be phased—perhaps started in one area this year, and another next. But 
again, the chief executive must ensure that he understands, and is in control 
of the plan for the plan”. Similarly, there is no reason why the chief 
executive of a subsidiary should not introduce corporate planning in advance 
of his head office. 

Every corporate planning process is capable of improvement, and there are 
many new or recent developments in planning practice which are based on 
the use of computers which will enable the company to add to a sound basic 
system to make it an even keener-edged management tool. 

Before moving into more advanced realms, the chief executive and the 
corporate planner must be convinced that the company is ready. No amount 
of clever frills wiU turn a company that plans badly into one that plans well. 
Indeed, the introduction of more advanced methods which lie beyond the 
capacity for understanding of the company’s managers may well prove to be 
the last straw, the feather-touch which is enough to bring an unsteady edifice 
crashing to the ground. 

So the timing of the use of new methods is a matter of keen judgement. It 
may be several years before a company is ready for all of them, although the 
speed is a matter which is individual to each company, and some companies 
may never be ready for them at all. On top of this, there is always a 
cost/benefit consideration. In some types of organisation computers may add 
little to the company’s ability to plan, and the expense may exceed the 
rewards. In no case can a computer convert inputs of garbage into outputs of 
pearls of wisdom. 

Perhaps the first area to consider for computer applications is in the realms 
of project appraisal. There are well-developed systems for discounted 
cash-flow appraisal, and for risk analysis. In fact, as mentioned elsewhere, 
some types of risk analysis are completely impracticable without computer 
assistance. 

Computer possibilities become more exciting when related to the use of 
assumptions and the analysis of risk in long-range plans. In Chapter 5, the 
concept of quantifying and attaching probabilities to risk resulting from 
incorrect assumptions was explored in some depth. The reader was left to 
^Pply judgement in order to reduce the probable effects of a multiplicity of 
deviations to one overall figure-that essential figure that gives the chief 
executive a probability of being within defined limits of his primary 
objective, the profit target. Judgement is really inadequate for what may be a 
mammoth task, and some form of more advanced analysis becomes desirable 
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at an early date. The computer can handle this, using methods similar to 
those described earlier for the risk analysis of capital projects. Improve 
handling of data in this area can lead to a higher margin of con i ence w en 
considering plans to achieve long-range profit targets. 

The use of mathematical models for forecasting is well and is not 

restricted to the company which practises the planned approach Models have 
beeTdeveToped to provide predictions of the future of the economy, 
although their use-and indeed their very development-has been genera y 
tmZfd to universities and similar institutions. Some companies have 
developed simulation models of particular markets, and use these to examm 
flip effects of ch-snsss in marketing strategy. i • i, t 

f 1 fcse .ppLuon, it is . s.„,ll concpiud step to —8 " x 
beheve most planners would long to possess, as many now do, a complex 
model of the total company, which will enable the spee y eva ua 
alternative strategies under different assumptions. The fast-response estimate 
of results for each possible alternative is definitely the most exciting plan g 
dd fbe developed in recent years. THe ability which it gives a conapany to 
?ook at a wider range of possibihties, and the fact that it enables rapid 
updating of plans in the event of changes of strategy, mean that this is a tool 
S can cut out much of the tedious routine of planning, and vastly 

increase the scope of the company’s top management. 

Sn! it is worth stresLg that even the most exciting computer 
applications will not replace the basic processes of corporate planmngw 
havl been explained in this book. The advanced model of the 
the computer makes possible is only a logical extension of the simple 

manually calculated “models” described elsewhere in the book 

One aspect of which the chief executive should be aware is that 
successful ^introduction of long-range planning will, in many companies, ca 
for changes in the management 

between information generated for day-to-day control and that required to 
strategic planning. In addition, the internal information generated from the 
accourtaS. needs to be co-ordinated with data from outside the company. In 
principle there should be no difficulty, because corporate planmng does not 
Create Si need for information: it merely forces attention to areas on whic 
the company should have full information in any case. Unfortunately theoiy 
td Zrice do not always coincide, and I know that some planners have 
found it impossible to come to terms with the accounts function, uppor or 
[his belief is^given in the American survey quoted above, which revealed many 
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of difficulty in motivating accountants to think as managers I must add 
that, my own petsona, expedence, , have no. found L a 

I do not believe that “anyone can do anything”. I do believe that nin<it 
people ate rapable of achieving results which are at a higher level than their 
current performance. Man has always reacted to a ch.ne« Id f„™«v 
tesponds to ,he difficult task. If standards are set low.petact mav M 
to meet them If an indMdual will rise to the excitememand ZuTat™ o“ 

compaTisttlir"’ »f a company. Every 

company ,s h.tle more than a collection of people, organised to a common 

When the cMenge is put over in the correct manner, the whole companv 

rposSii,emr.irt cS 

is never reached The rta" innovation, in profit-earning skills, 

The fask o? e^frv 1 P^^^ible is the day he should resign, 

me task of every manager is to stretch towards a state of perfection-hut 

never to believe he has reached it. This is how people do “impLsible” tLas 
how compames achieve “impossible” results. ^ ^ ® ’ 

enahl^l-f ? >-eleases energies in a company which 

S toll:"/"' “impossible”. This is not a backs-agaL-thlaS 
fi^t-to-the-last-man type of motivation, but one which is flexible enoueh to 

colirwe allT"" differences between 

mpanies. We aU know the situations in some firms where anything new or 

mralfh S" ‘r •“ '="■=" 

seems that notlS’ I ""TT' ^"d where i 

1 / f ® dered to be beyond the powers of the company 

intrluc '"rV" ^ to 

L„.rrZT "f*» isnore the future, or .ItSow^h^ 
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There are many books which are of value to the manager interested in 
corporate planning (although not all of them are about planning as such). 
New publications appear regularly, and there have been considerable 
developments in corporate planning since the first books appeared in the 

1960s. ^ . 

If I had to recommend three particular books which would help the reader 

to explore the issues of corporate planning in greater depth I would choose: 

G. Steiner (1969): Top Management Planning, MacMillan, New York. 
D. E. Hussey (1974): Corporate Planning: Theory and Practice. 

Pergamon, Oxford. 

H. K. Warren (1966): Long Range Planning: The Executive Viewpoint. 
Prentice Hall. 

The first two books are comprehensive, and cover virtually every aspect of 
corporate planning. In addition they both include substantial bibliographies: 
Steiner Usts U.S. publications and Hussey lists European (mainly U.K.). 

Warren’s book is very different. It is research based, and is one of the 
earliest research contributions to planning. It provides a very good analysis of 
the things to avoid when introducing planning. 

The following list is designed to give a select guide to other books and 
articles of relevance to the various issues discussed in this book. 

1. Environmental Factors 

D. E. Hussey (1976): Inflation and Business Policy, Longmans. 

D. E. Hussey (Ed.) (1978): The Corporate Planners’ Yearbook, 
1977-1978, Pergamon (includes a directory of economic forecasting 
services'). 

B. W. Scott (1962): Long Range Planning in American Industry, 
American Management Association (contains a very good chapter on 
setting assumptions). 
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reading list 


2 . Forecasting 

J. C Chambers, K, M. Satinedes and D. D. Smith (1971); How to 

choose the right forecasting technique. Harvard Business Review 
July-Aug. ’ 

G. Wills e? a/. (1972): Technological Forecasting, Pelican. 

E. Jantsch (1968): Technological forecasting in corporate planning. 
Long Range Planning, Sept. 1968. 

D. E. Hussey (Ed.) (1978); Corporate Planners’ Yearbook (op. cit.) 
(contains chapters on economic forecasting). 

3 . Corporate Appraisal 

P. Drucker (1964): Managing For Results, Heinemann. 

4. Case Studies and Research 

R Young and D. E. Hussey (1977): Corporate planning at Rolls Royce 
Motors, Long Range Planning, April 1977. 

P. Baynes (Ed.) (1973); Case Studies in Corporate Planning, Pitman. 

G. A. Steiner (Ed.) (1963): Managerial Long Range Planning, McGraw 

rllll, 

G. A. Steiner (1972): Pitfalls in Comprehensive Long Range Planning, 
Planning Executives Institute. 

K. K Ringbakk (1968): Organised planning in major U.S. companies. 
Long Range Planning, December. 

B. Taylor and P. Irving (1971): Organised planning in major U.K. 
companies. Long Range Planning, June. 

5. Corporate Strategy 

T. Levitt (1962); Innovation in Marketing, McGraw Hill (available in 
Pan edition). 

H. I. Ansoff (1965): Corporate Strategy, McGraw Hill (available in 
Pelican edition). 

P. Drucker (1964): Managing for Results, Heinemann (available in Pan 
edition). 

E. J. McCarthy (1964): Basic Marketing: A Managerial Approach 
Irwin. 
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R. C. Ackoff (1970): A Concept of Corporate Planning, Wiley 
Inter science. 

J. Hitching (1967): Why do mergers miscarry? Harvard Business 
Review, Nov./Dec. 

D. E. Hussey (1976): Strategic planning and inflation. Long Range 
Planning, April. 

6. Manpower Planning 

M. G. McBeath (1966): Organisation and Manpower Planning, Business 
Books, 

J. L. Lynch (1968): Making Manpower Effective, Pan. 

J. Bramham (1975): Practiced Manpower Planning, Institute of 
Personnel Management. 

R. L. Desatnick and M. L Bennett (1977): Human Resource 
Management in the Multinational Company, Gower. 

7. Planning Techniques 

A. J, Merritt and A. Sykes (1963): The Finance and Analysis of Capital 
Projects, 

J. F. Magee (1964): Decision trees for decision making. Harvard 
Business Review, July-Aug. 

J. F. Magee (1964): How to use decision trees in capital investment. 
Harvard Business Review, Sept.-Oct. 

A. J. A. Argenti (1969): Management Techniques: A Practical Guide, 
Allen & Unwin. 

J. B. Boulden (1971): Computerised corporate p\ 2 inxs.m%. Long Range 
Planning, June. 

P. G. Moore (1978): Basic Operational Research, Pitman. 

A. Battersby (1966): Mathematics in Management, Pelican. 

M. J. Khami (1968): Gap analysis: key to super growth. Long Range 
Planning, June. 

R. N. Kashyan (1972): Management information systems for corporate 
planning and control. Long Range Planning, 

The journal Long Range Planning, the official journal of the Society for 
Long Range Planning, is the leading international source for regular articles in 
planning topics. It publishes case studies, research fmdings and numerous 
articles on all aspects of planning. 
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